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May 5, 2004

VIA HAND DELIVERY

Ms Deborah Taylor Tate, Chairman
TENNESSEE REGULATORY AUTHORITY
460 James Robertson Parkway

Nashville, Tennessee 37243

Re:  Petition of Chattanooga Gas Company for Approval of Adjustment of its Rates
and Charges and Revised Tariff, Docket No. 04-00034
Dear Chairman Tate:

Enclosed please find the original and thirteen (13) copies of our response, on behalf of
the Intervenor Gas Technology Institute, to Chattanooga Gas Company's Data Request.

Should you have any questions concerning this filing, please do not hesitate to contact

me.
Thanking you in advance for your assistance with this matter, I am
Very truly yours,
/< /M
R. Dale Grimes
RDG/tn
Enclosures

cc D Billye Sanders, Esq.
Timothy C. Phillips, Esq.
Vance L Broemel , Esq.
Henry M. Walker, Esq.
David C. Higney, Esq.
J. Richard Collier, Esq.
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BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

)
)
PETITION OF CHATTANOOGA )
GAS COMPANY FOR APPROVAL ) DOCKET NO. 04-00034
OF ADJUSTMENT OF ITS RATES )
AND CHARGES AND REVISED TARIFF )

GAS TECHNOLGY INSTITUTE'S RESPONSES TO
CHATTANOOGA GAS COMPANY'S
DATA REQUEST

Gas Technology Institute (“GTI”) hereby responds to Chattanooga Gas Company's
(“CGC”) Data Requests as follows:

GENERAL OBJECTIONS

1. GTI objects to each of the Data Requests that seeks information or documents that
are not relevant to the matters at 1ssue m this docket nor reasonably calculated to lead to the
discovery of admissible evidence.

2. GTI objects to each of the Data Requests and to the “Defimtions," spectfically
including, but not limited to, paragraph 1 mncluding "former" personnel, and the "Instructions,"
specifically including, but not limited to, paragraphs 2 and 4, to the extent they seek to expand
the scope and obligations of discovery beyond that provided in the Tennessee Rules of Civil
Procedure and the Rules of this Authornty.

3. GTI objects to each of the Data Requests that seeks information protected by the
attorney-client privilege, the work product doctrine, and/or any other applicable privilege or
Statutory or contractual restriction on disclosure. GTI will not provide information or documents

that are protected from disclosure under any of the foregoing privileges or doctrines.



4. The responses set forth below is based upon information now available to GTI,
and GTI reserves the right at any time to revise, correct, add to or clarify the objections and
responses set forth herein. Failure to object herein shall not constitute a waiver of any objection
that GTI may interpose as to future supplemental responses.

5. GTI 1s providing 1ts responses herem without waiver of or prejudice to 1ts right at
any later time to raise objections to:

a. the competence, relevance, materiality, privilege, or admissibility of the
response, the subject matter thereof or documents produced pursuant thereto;

b. all objections as to vagueness, ambiguity, and undue burden; and

C. all rights to object to the use of any documents or responses, or the subject
matter thereof, in any subsequent proceedings, including, but not limited to, the hearing of this or
any other action.

6. GTI objects to any production of proprietary and confidential information as
premature prior to entry of an appropriate protective order.

7. The objections and statements set forth above are incorporated in the responses
set forth below, and qualify GTI’s response, whether explicitly or implicitly, that GTI will
provide the information or documents sought.

GENERAL RESPONSE

1. All responses provided by Ron Edelstein, Director, State Regulatory Programs,

GTI, 1700 S. Mt. Prospect Road, Des Plaines, IL 60018.



Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 1

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 1

Q. On page 27 of his pre-filed testimony, Mr. Edelstein explains: Chattanooga Gas,
with Authority oversight, will provide the final authorization as to where their research-
funding dollars are applied from a list of candidate projects. What will be the source of

the list of candidate projects?

A. With respect to projects sponsored by GTI, as set forth in Exhibit 2 to the Qualifications
and Direct Testimony of Ronald B. Edelstein, the source of these projects is suggestions on
needed R&D from gas LDC’s like Chattanooga Gas. They were derived from three R&D
programs managed by GTI, Operations Technology Development (OTD), End-Use Technology
Development (UTD), and Environmental Technology Development (ETD). As the Company
elects to join one or more of these programs, it will have the ability to select which projects it
wishes to fund on behalf of its consumers, suggest new projects not on the list for all LDC’s that
are part of the program to consider (thus leveraging its own funding to meet needs of Tennessee
consumers), or not to fund any of the projects within the program. If the Company takes the
latter course, 1t could seek projects from a non-GTI source, or hold the dollars 1in reserve until
suitable projects are selected.

GTI reserves the right to supplement this response as the case develops and the parties'

positions on this matter become clarified.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 2

TRA Docket No. 04-00034
May §, 2004

DATA RESPONSE NO. 2

Q. On page 29 of his pre-filed testimony, Mr. Edelstein explains: “Chattanooga Gas,
with Authority oversight, will have the ability to (1) choose specific R&D projects that will
benefit its customers and (2) place these R&D dollars with GTI or other research
organizations for customer-interest R&D purposes.” What other research organizations

are candidates to receive such funding?

A. The organizations across the country performing natural gas R&D include
NYGAS/NYSEARCH, Pipeline Research Committee International, Battelle Laboratories,

Southwest Research Institute, and many universities.

Additionally, some of the GTI Operations Technology Development (OTD) projects are
to be performed by others. The OTD internal inspection device for distribution mains 1s a
NYGAS/NYSEARCH project. (NYGAS/NYSEARCH is a New York-based R&D management
organization used by New York and other gas LDC’s to manage gas operations R&D projects.)

Collaborative R&D for “looking ahead” of horizontal directional drilling technology to
visualize 1n-ground obstacles 1s being conducted by Vermeer (ground penetrating radar), Mueller
(electromagnetic), and Folsom (acoustic). These firms are R&D contractors.

GTI also works with universities on more basic-research oriented projects to perform

fundamental research through laboratory proof of concept.



Gas Technology Institute
Response to
Chattanooga Gas Company's

Data Request No. 3 '

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 3

Q. On page 28 of his pre-flied testimony, Mr. Edelstein states: “There are 15 states
currently authorizing research funding for gas-consumer-interest R&D.” Please provide

copies of the applicable orders and/or rules issued by the regulatory agency in each state

adopting such funding.

A. Documents will be produced separately.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 4

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 4

Q. For each of the 15 states provide a summary of the accounting, reporting, auditing
requirements that have been adopted relative to the billing, collecting, accounting for, and

disbursement of funds collected through the GTI surcharge.

A. Except to the extent set forth in the documents produced 1n response to Data Request No.
3, GTI 1s not aware of what specific arrangements each gas LDC in each of the 15 states has
made with its public utility commuission.

What we do know is that in New York, all the gas LDC’s report back to the New York
Public Service Commuission (NYPSC) twice per year on R&D progress. The New York LDC’s
also place the R&D surcharge dollars in a balancing account, so that the dollars are used only for
R&D. The NYPSC reserves the right to lower future R&D surcharges 1if the dollars are not
allocated to projects within a year after their collection (e.g., all 2003 dollars need to be placed
by the end of 2004).

In other states, reviews are conducted of the R&D projects once per year. In most cases,
projects are not “pre-approved,” but are subject to prudency reviews.

In Pennsylvania, where approval is still not final, Commission staff (ref: Docket No. M-
00011462, April 19, 2001) suggested general R&D criteria that the projects need to meet (i.c.,
satisfy the objectives of at least one criterion). These were:

e Enhance health and safety
e Increase gas system relhability or integrity
e Enhance environmental quality

e Lower gas industry operating and maintenance costs




Increase gas supply from emerging resources

Increase (end-use) efficiency.

Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 4

TRA Docket No. 04-00034
May §, 2004



Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 5

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 5

Q. Please provide a summary of the accounting, reporting, and auditing requirements
currently in effect under the FERC oversight relative the billing, collecting, accounting for,

and disbursement of the funds collected through the GTI surcharge.

A. Many of these requirements are set forth in Federal Power Commission Order No. 566

(1ssued June 3, 1977) (Research, Development and Demonstration; Accounting; Advance

Approval of Rate Treatment), Docket No. RM76-17.

GTI practices with respect to the items listed in this question are presented below:

Accounting: A software-based accounting system is used by GTI to track obligations of
FERC-approved dollars to specific projects and contracts and invoices written against each
project and paid out to such. GTI follows prescribed DCAA and FERC accounting procedures.
GTT’s accounting system uses an hourly task and project based person hour tracking system

where each hour of every professional’s time 1s tracked.

Reporting. FERC receives an R&D plan from GTI in June of each year, for review by
FERC and intervenors by October. The Plan specifies the project objectives and deliverables,
and accomplishments of the previous year. A five-year budget of each project 1s also provided to
the FERC. GTI also reports on the benefits of its R&D each year to the FERC, and develops a

national gas consumer benefit-cost ratio. (This benefit-cost ratio typically runs 8-1 to 10-1.)

Auditing' FERC retains full audit and prudency review rights, which 1t does on a case-

by-case basis. GTI is also audited by the federal DCAA on behalf of the U S, Department of




Gas Technology Institute
Response to

Chattancoga Gas Company's
Data Request No. 5

TRA Docket No. 04-00034
May 5, 2004

Energy, and subscribes to DCAA accounting and auditing requirements. GTI is audited each

year by an independent auditor, who reports to the Board of Directors.

Billing and Collecting: Collections for FERC-approved funds are conducted by the
interstate natural gas pipelines on undiscounted sales and transport of nterstate natural gas. In
most cases, the FERC-approved dollars are collected via a pass-through mechanism in the
purchased gas adjustment. Gas LDC’s (and hence gas customers) are billed through the normal

billing process. Dollars are remtted to GTI once per month by the interstate pipelines.

Disbursement of Funds: GTI disburses funds per contract and subcontract arrangement
to GTI performing laboratories and other performing organizations based on invoices for actual

R&D performed.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 6

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 6

Q. Please provide a summary of the accounting, reporting, and auditing requirements
that GTI would recommend the TRA adopt relative to the billing, collecting, accounting

for, and disbursement of the funds collected through the GTI surcharge.

A. Although GTI is providing the following suggested answers, 1t 1s up to the Authority to
decide on appropriate accounting, reporting, and auditing requirements. In addition, the

Company may have 1ts own suggestions that should be considered.

Reporting: GTI recommends twice per year reporting to the Authority on the selection
and progress of the R&D projects selected by the Company for R&D funding. The Authority
would have the right to suggest projects for the Company to select for funding. The actual
selection of projects would be performed by the Company on behalf of its customers, subject to
Authority oversight. Once every four years, GTI would work with the Company to develop a

benefit-cost analysis for the specific projects funded by the Company.

Collecting: Collections from the customer can be made through rates, the purchased gas
adjustment, or via a separate tariff sheet, whatever the Authority determines. GTI suggests the
use of a balancing account or similar procedure to ensure that the funds are retained for R&D
purposes. The Company could report on balancing account balances as requested by the

Authority.

Billing: Companies will be invoiced based on the contractual agreements they have

signed with GTT and others.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 6

TRA Docket No. 04-00034
May 5, 2004

Disbursement: Once funds are received by GTI from the Company, they will be
disbursed to GTI performing laboratories or other performing organizations. GTI would report

disbursement of funds by program or project on a twice per year basis.

Auditing: GTI would be subject to audit by the Authority as it is by FERC for its FERC-

approved program or by DCAA for federal funding.

GTI reserves the right to supplement this response as the case develops and the parties'

positions on this matter become clarified.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 7

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 7

Q. In Tennessee, a large number of natural gas customers are served by municipal
systems and natural gas utility districts that are not regulated by the Tennessee Regulatory
Authority. The Authority cannot therefore require the customers of these systems and
districts to participate in the funding of research and development. What percent of the
customers in each of the states listed on page 29 of Mr. Edelstein’s testimony are served by

utilities not subject to rate regulation by the state utility commission?

A. GTI objects to this request to the extent it seeks information equally available to the
parties from public sources. Notwithstanding this objection, GTI states that 1t does not know the

answer to this specific question.

GTI has considerable support from municipal utilities and natural gas utility districts not
regulated by public utility commuissions. Over 40 municipal utilities (and the Municipal Gas
Authority of Georgla, representing another 40 companies) support GTI’s voluntary R&D
program, bringing in approximately $1 to $2 million per year out of the $17 million raised by
LDC’s (from the 15 states that have PUC-approved collection mechanisms) and municipals for
the voluntary (non-FERC) R&D program. GTI receives about $10 mullion of these dollars, and
almost all of the municipal funding. So approximately 10-20% of GTI’s voluntary funding

comes from municipals and natural gas utility districts, well over the proportion of volumes that

pass through municipals.

In Tennessee, for instance, Middle Tennessee Gas, Memphis Gas Light & Water, Jackson




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 7

TRA Docket No. 04-00034
May 5, 2004

Energy Authority, and Brownsville have supported the GTI voluntary (non-FERC) program
since 1999. These companies combined have raised $200,000-$400,000 per year from 1999-

2003, depending on weather, a considerable contribution.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 8

TRA Docket No. 04-00034
May 5, 2004

DATA RESPONSE NO. 8

Q. Please identify the non-regulated natural gas systems in Tennessee that have
volunteered to collect the surcharge for the funding of GTI and the number of customers
served by such systems. Please provide evidence of such voluntary commitment, if any, i.e.,

contract, etc.

A. In Tennessee, Middle Tennessee Gas, Memphis Gas Light & Water, Jackson Energy
Authority, and Brownsville have supported the GTI voluntary (non-FERC) program since 1999.
These companies combined have raised $200,000-$400,000 per year from 1999-2003, depending

on weather, a considerable contribution.

The number of customers, from Pipeline & Gas Journal (Year 2000 data), 1s:

Memphis Gas Light & Water: 308,405

Middle Tennessee: 50,492

Brownsville: 5,085

Jackson Energy Authority 27,108

Total: 391,090

This is almost 40% of Tennessee’s residential gas customers, using A.G.A. 2002 Gas
Facts data (1.09 million residential customers shown). So the mumcipals are making a
substantial contribution to voluntary R&D funding in Tennessee.

Proof of commitment is attached 1n the form of Allocation Forms, email and other written

documents.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 9

TRA Docket No. 04-00034
May §, 2004

DATA RESPONSE NO. 9

Q. Please provide a copy of the organizational document creating the GTI, e.g., the

Charter or Articles of Incorporation.

A. Documents will be produced separately.




Gas Technology Institute
Response to

Chattanooga Gas Company's
Data Request No. 10

TRA Docket No. 04-00034
May §, 2004

DATA RESPONSE NO. 10

Q. Please provide a copy of the Bylaws of GTI or other comparable documents

pertaining to governance.

A. Documents will be produced separately.




STATE OF ILLINOIS

COUNTY OF COOK

AFFIDAVIT

I, RONALD B. EDELSTEIN, Director of State Regulatory Programs for Gas Technology
Institute, do hereby certify that the foregoing responses to the Data Requests from the

Chattanooga Gas Company were prepared by me or under my supervision and are true and

accurate to the best of my knowledge and information.

L,;J:"_,
DATED this day of May, 2004.

(signature) N

RO‘““ o)) ebékﬁte\ A

(printed name)

Sworn to and subscribed before me this day of May, 2004.
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NOTARY PUBLIC

My Commussion Expires:
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Notary Public, State of lilinois
My Commission Expires 6/30/07
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Respectfully submutted,

R. Dale Grimes (#6223)

BAsS, BERRY & SIMS PLC
AmSouth Center

315 Deaderick Street, Suite 2700
Nashville, Tennessee 37238

(615) 742-6244

Attorneys for Gas Technology Institute




CERTIFICATE OF SERVICE

I hereby certify that a true and exact copy of the fgregoing has been served on the
following person(s), via the method(s) indicated, on this the _g day of May, 2004:

[ ﬂ/ﬁand D. Billye Sanders, Esq.
[ ] Mail Waller Lansden Dortch & Davis PLLC
[ ] Fgcsimile 511 Union Street, Suite 2100
[Vgectronic P.O. Box 198966

Nashville, Tennessee 37219-1760

[ ] Hand David C. Higney, Esq.
ail Grant, Konvalinka & Harrison PC

] Facsimile  Republic Centre,
H’Electromc 633 Chestnut Street, Suite 900
Chattanooga, TN 37450-0001

[‘J’ﬁand Timothy C. Phillips, Esq.
[ ] Mail Vance L. Broemel, Esq.
[ ] Eacsimile  Consumer Advocate and Protection
[ﬁ/{l‘ectronic Office of the Tennessee Attorney General
P.O. Box 20207
Nashville, TN 37202

[ ﬂ/ﬁand Henry Walker, Esq.
[ ] Mail Boult, Cummings, Conners & Berry, PLC
[ ] Bacsimile 414 Union Street
[ Electronmic  Suite 1600
Nashville TN 37219

2473528 |



BEFORE THE TENNESSEE REGULATORY AUTHORITY
NASHVILLE, TENNESSEE

IN RE:

)
)
PETITION OF CHATTANOOGA )
GAS COMPANY FOR APPROVAL ) DOCKET NO. 04-00034
OF ADJUSTMENT OF ITS RATES )
AND CHARGES AND REVISED TARIFF )

ATTACHMENT TO
GAS TECHNOLOGY INSTITUTE'S RESPONSES TO
CHATTANOOGA GAS COMPANY'S
DATA REQUEST NO. 3 - PART ONE




UNANIMGUS ADOPTION
THE COMMITTEE ON GAS OF THE ,
NATIONAL ASSOCIATION OF REGULATORY UTILITY COMMISSIONERS(NARUC)

Resolution Encouraging Continued Support for Research and Development

Whereas, over the past 20 years, Gas Research Institute’s (GRI) reséarch program
has demonstrated value to all gas consumers and the industry and the Federal Energy
Regulatory Commission (FERC) has consistently found that GRI's R&D program
delivers timely benefits to the gas consumers; and

Whereas, GRI has traditionally been funded through FERC-approved surcharges
collected by interstate natural gas pipelines on gas volumes flowing through their
systems; and i

Whereas, since the stability of the long-term funding for GRI was first
jeopardized in 1992, NARUC has passed six resolutions that address the benefits of
GRI’s R&D and GRI's funding, the central elements of which were:

sstrong continuing support for full funding of GRI and its cooperative
research program,

erecognution that GRI's research program delivers timely benefits to the
gas industry and its customers,

esupport for a long-term stable funding base for GRI’s RD&D program,
and;

Whereas, The Committee on Gas of the National Association of Regulatory
Utility Commissioners (NARUC) has been actively involved in seeking an equitable
solution for funding the research and development program of the Gas Research Institute
(GRI) since the issue was raised in 1992; and

Whereas, as the gas industry transitioned toward becoming a more competitive
industry, funding for GRI from 1994 through 1997 was via an interim mechanism
established in a FERC-approved Settlement and Agreement (S&A); and

Whereas, pursuant to an April 29, 1998, FERC-approved S& A, funding for
GRI's R&D program through FERC-approved surcharges collected by interstate
pipelines will rapidly decline from 1998 through 2003 and will terminate in the year
2004; and

‘Whereas, National Association of Regulatory Commissioners NARUC)
continues to support cooperative R&D with broadly dispersed benefits and recognizes
that a well-managed research program with broadly dispersed benefits, such as GRI’s,
enables the gas industry to serve all customers with the highest degree of reliability,
maximum economic efficiency and minimum impact on the environment and should
continue; and



/

/

Whereas, there is an opportunity to continue to fund broadly dispersed R&D
which benefits the public interest without raising costs to the customer, and

Whereas, consistent with the 1998 FERC S& A, funding of R&D should not be
mandatory, now therefore be 1t

Resolved, that the Board of Directors of the National Association of Regulatory
Utility Commissioners, convened at its 1999 Winter Meeting in Washington, D.C.,
continues to believe that cooperative R&D with broadly dispersed customer benefits is an
efficient way of leveraging R&D funds to provide research that is in both the public
interest and the gas consumer interest, and be it further

Resolved, that the NARUC encourages all its members to continue to support a
viable research and development program that benefits the natural gas industry and its
customers to provide greater reliability, safety and environmental improvement

Sponsored by the Committee on Gas

Adopted 2/24/99
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Gas Supply Adjustment (GSA) Recovenes 195

As part of i3 nommal suditing activities, the ssction reviewed the GSA account balanca.
The company currently projects an over-recovery of about $1,500,000 at the end of the year.
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The section conducted its normal desk audit of the GSA work papers. A few areas where
the staft needed further iInformaton were found Sechon personnel visited the company to clanfy
these issues.

R In ]

Tha section met Mth the company regarding continued funding of the Gas Research Inst-
tuts (GR!). FERC recently bsgan phasing cul mandatory funding for GRI, which has historically
been collected through pipeline retes. Alagasco has opted to con’anuo s funding at current
javels, for two years, instsed of reducing It as the phassout Kicks in. GRI payments are now
collected through pipelme rates and paid by the pipslines to GRI. Thus. as & pipsine cost. Alaga-
sco's share 18 recovered through its GSA. Alagasco proposes to contnue to recover its funding
through me%_lnhouqh a portion of its funding wi ba paid directly to GRL. The staff is in agree-
ment, and are of the opinlon that Commission epproval is not neaded as this method essen-
tally mirrors present practice. The section also participatad in the revision of the tanff language.
‘which the company is expectad to fle soon.

Y2K Exponses

The saction maet with the company regarding Y2K expenses. The December 1890 order
establighing the O&M cap for Alagasco stated that, *For purposes of the . . . cost control measure-
ment, cxponm rolsted to changes in accounting principles and methods shall be excluded as
appropriate.”

The Amernican Institute of Certified Public Accountants hes issued Emerging luues Task
Force (EITF) Issue No. 98-14, Accourtting for the Cosfs Associsted with Modifisng Computer
Softwsre for the Year 2000, which states in relsvant part “. . . the costs incumed to modity
computsr software to comect the year 2000 problems should be expansed as incumed.” Normally,
computer software and upgrades or modifications to software are capkalized. Thus, this change n
accounting meathod would sliow Alagasco to exclude thoss expenses from the O&M cap. This will
have no effect on the operation of RSE or on the company’s rates; & will only shiow Alagasco t0
avoild penalties which would otherwise occur under the operation of the O&M cap. The secton
has Insisted that the company use only incremaental costs to detarmine sxcliudable expenses
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patterns and, as such, were projectcd based on known or anticipated costs.
A hist of these items is contained on MFR Schedule G-6, page 8.

Two O&M expense accounts are worthy of special mention here.
Speaifically, those are accounts 916 (Miscellancous Sales Expense) and
account 930 (Miscellaneous General Expenses) In account 916, the
Company has included $250,000 for a new customer retention program
that aims to increase gas appliance penetration (o existing customers who
have only one gas appliance. The program was developed to reduce thc‘-.
loss of this type of customer. Loss of these customers would ultimately
harm remaining ratepayers as a result of both reduced gas revenues and an
\ncrease 1n rate base resultng from the cost of cutting and capping the lost
customers® service lines In account 930, Peoples has included $500,000
for payments to industry organizations for research that were formerly
included and recovered from ratepayers as part of the Company’s
Purchased Gas Adjustment. Pursuant to Commussion Order No. PSC-01-
2370-FOF-GU, the Compazny now records this expense in non-fuel O&M
expense

Depreciation expense was calculated based on projected plant in
service and using depreciation rates as proposed by the Company in
Docket No 010383-GU 1n its application for approval of new depreciation
rates The depreciation rates for whuch Pcoples has sought approval are
the result of a study performed by the Company as required by
Commission Rule 25-7.045. Because there has been no final order in the
referenced docket, the Company will make adjustments to the d‘cprcciation

expense reflected on the MFR schedules as filed if the new depreciation

4



PEOPLES GAS SYSTEM
§ DOCKET NO. 000003-GU
SUBMITTED
FOR FILING
09/27/00

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
PREPARED DIRECT TESTIMONY
\ OF
W. EDWARD ELLIOTT

Q. How are Gas Research institute charges treated in the

Purchased Gas adjustment Cost Recovery Clause?

A. The Gas Research Institute ("GRI") 1s a industry-funded,
independent research organization. GRI provides efficient and
effective research and development of products, studies and processes
that benefit all natural gas consumers The work performed by GRI
helps lower the cost of gas and improve the efficiency of its use.
Historically, GRI funding was mandated by the Federal Energy Regulatory
Commission and recovered through surcharges applied to the
FERC-regqgulated, interstate papeline charges included in costs recovered
through the PGA. 1In 1998 FERC ordered that GRI funding transition to
fully voluntary funding by January 2004. Peoples Gas supports the
goals of GRI since the products and services provided by GRI benefit

our customers. Therefore, Peoples Gas has continued to support GRI at
the previously mandated funding level and anclude the voluntary funds
in the PGA. Peoples Gas expects to continue supporting GRI with

voluntary funding at the previously mandatory level and to include the
voluntary charges in the PGA, even when GRI funding i1s fully
transitioned to voluntary.
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WARNING:

Changes in appearance and in display of formulas, tables, and text may have occurred during
translation of this document into an electronic medium This HTML document may not be an accurate
version of the official document and should not be relied on.

For an official paper copy, contact the Florida Public Service Commission at contact@psc state fl ug
or call (850) 413-6770. There may be a charge for the copy.

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re. Purchased Gas Adjustment (PGA) True-Up. DOCKET NO. 010003-GU
ORDER NO. PSC-01-2370-FOF-GU

5 ISSUED: December 7, 2001

The following Commissioners participated in the disposition of this matter:

~ E. LEON JACOBS, JR., Chairman
J TERRY DEASON
LILA A. JABER
BRAULIO L. BAEZ

MICHAEL A. PALECKI

APPEARANCES:

WAYNE L. SCHIEFELBEIN, ESQUIRE, Post Office Box 15856, Tallahassee,
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Florida 32317

On behalf of Chesapeake Utilities Corporation.

RICHARD D. MELSON, ESQUIRE, Hopping Green & Sams, P. A., P. O. Box
6526, Tallahassee, Florida 32314

On behalf of City Gas_ Company of Florida.

ANSLEY WATSON, JR., ESQUIRE, MacFarlane Ferguson & McMullen, Post
Office Box 1531, Tampa, Florida 33601

On behalf of Peoples Gas System,

ROBERT D. VANDIVER, ESQUIRE, Office of Public Counsel, c/o The
Florida Legisglature, 111 West Madison Street, Room 812,
Tallahassee, Florida 323399-1400 Qn behalf of the Citizens of the
State of Florida. ‘

WM. COCHRAN KEATING IV, Esquire, Florida Public Service Commission,
2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850

3

On behalf of the Commission Staff.

ORDER APPROVING PURCHASED GAS ADJUSTMENT TRUE-UP AMQUNTS

AND ESTABLISHING PURCHASED GAS COST RECOVERY FACTORS TO BE APPLIED
DURING THE PERYOD JANUARY 2002 THROUGH DECEMBER 2002

As part of this Commission's continuing purchased gas adjustment
true-up proceedings, an administrative hearing was held November
20, 2001, ain this docket. Chesapeake Utilities Corporation, Florida
Division; City Gas Company of Florida; Florida Public Utilities
Company; Indiantown Gas Company; Peoples Gas System ("Peoples
Gas"); Sebring Gas System, Inc.; St. Joe Natural Gas Company; and

http-//www.psc.state.fl.us/dockets/documents/01/15310-01.html 12/17/2001
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South Florida Natural Gas Company submitted testimony and exhibits
in support of their proposed final and estimated true-up amounts
and their proposed purchased gas cost recovery factors. The Office
of Public Counsel ("OPC") also participated as a party in this
proceeding. ! :

Prior to hearing, the parties reached agreement concerning all but
one of the issues identified for resolution at hearing. These
issues were presented to us as a stipulation. The remaining ;issue
concerns recovery by Peoples Gas of amounts voluntarily paid to
fund the Gas Research Institute ("GRI"). 5

i

e STIPULATED ISSUES '1

The parties stipulated to the final and estimated true-up amounts
and purchased gas cost recovery factors appropriate for eacq
utility. We accept and approve the stipulations, set forth below, .
as reasonable and supported by competent, substantial evidenice of
record.

We find that the appropriate final purchased gas adjustmentétrue—up
amounts for the period January 2000 through December 2000 are as
follows:

{

Chesapeake Utilities Corporation $1,363,675 Underrecovery
City Gas Company of Florida $1,24l,776.Underrecovery
Florida Public Utilities $1, 395,028 Underrecovery
Indiantown Gas Company $20,446 Overrecovery

Peoples Gas System $13,661,513 Underrecovery

hitp.//www.psc.state fl us/dockets/documents/01/15310-01 html | 12/17/2001
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Sebring Gas System, Inc. $6,642 Overrecovery

St. Joe Natural Gas Company $88,000 Underrecovery

South Florida Natural Gas Company $211,238 Underrecovery

I
t
i
i

We find that the estimated purchased gas adjustment true-upiamounts
for the period January 2001 through December 2001 are as follows:

'
J
I

Chesapeake Utilities Corporation $156,863 Underrecovery
City Gas Company of Florida $596,710 Underrecovery
FlOfida Public Utilaities $1,761,048 Overrecovery
Iﬁdiantown Gas Company $25,598 Underrecovery

Peoples Gas System $17,262,427 Overrecovery

Sebring Gas System, Inc. $16,680 Overrecovery

St. Joe Natural Gas Company $46,800'Overrecovery

South Florida Natural Gas Company $211,229 Overrecovery

http/Awww psc.state fl.us/dockets/documents/01/15310-01 htm!
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t

We find that the total purchased gas adjustment true—up amounts to
be collected during the period January 2002 through Decembef 2002
are as follows:

t

|
i
l
Chesapeake Utilities Corporation $1,520,538 Underrecovery
' |
|
|
City Gas Company of Florida $1,838,486 Underrecovery ‘

t

Florida Publaic Utilities $366,020 Overrecovery |
Indiantown Gas Company $5,152-Underrecovery |
Peoples Gas System $3,600,915 Overrecovery
Sebring Gas System, Inc. $23,322 Overrecovery

St. Joe Natural Gas Company $41,200 Underrecovery
South Florida Natural Gas Company $9 Underrecovery t

We find that the appropriate levelized purchased gas cost récovery
(cap) factors for the period January 2002 through December 2002 are
as follows: X t

)
Chesapeake Utilities Corporation 109.142 cents per therm

City Gas Company of Florida 64.576 cents per therm

http-//www.psc.state.fl.us/dockets/documents/01/15310-01.html i 12/17/2001




DEC-17-2081 02:51

AJIUCE £ QUSVI=LI I VEL WL T U LO0UVU UJ Ly 4 dViatets 4 wuaaw wvs v

PR VTR UPYS P UU o

Florida Public Utilities 83.412 cents per therm

_Indiantown Gas Company 86.159 cents per therm

Peoples Gas System 98.473 cents per therm

Sebring Gas System, Inc. 88.004 cents per therm

St. Joe Natural Gas Company 75.400 cents per therm

South Florida Natural Gas Company 98.183 cents.per therm

We find that these factors shall be effective for all meter !

readings on or after January 1, 2002, beginning with the first or

applicable billing cycle, for the period January 2002 throug;h

December 2002.

« PEOPLES GAS' VOLUNTARY GRI FUNDING

{
t
1
!
i
'

|

!
The only disputed issue queried whether voluntary funding of the GRI surcharge
should be recovered through the purchased gas adjustment clause as
proposed by Peoples Gas System. Peoples Gas and OPC stipulated to the facts set forth below and

addressed this issue in oral argument.

I
i
i
t
I

In 1998, the Federal Energy Regulatory Commission (“FERC") approved a settlement concerning
funding of GRIL Peoples Gas and OPC stipulated that GRI provides efficient and effective research
and development of products, studies, and processes to the benefit of all natural gas consumers.
Peoplcs Gas and OPC further stipulated that the work performed by GRI helps lower the cost of gas
and improves the efficiency of its use Prior to the FERC-approved settlement, all GRI research and
development projects were funded through FERC-approved surcharges collected by interstate natural

http.//'www psc state fl.us/dockets/documents/01/15310-01.html
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gas pipelines Under the 1998 settlement, the former mandatory surcharges were to be phased out
through 2004 to a voluntary system of charges by gas companies using the pipelines By resolution in
1999, the National Association of Regulatory Utility Commissioners encouraged all of its members to
continue to support a viable research and development program that benefits the natural gas industry

and its customers 1

) |

i
i

|

Peoples Gas seeks recovery of voluntary payments made to GRI under this new regime Although a
specific issue was not raised in the 2000 purchased gas adjustment docket, this Commission approved
recovery of similar voluntary payments made in 1999 - the first year such payments were voluntary -
through our approval of Peoples Gas' 1999 final true-up amount in that docket. The parties have
stipulated that recovery of voluntary payments to GRI will not be sought in future purchased gas
adjustment dockets, commencing in 2001. Thus, only recovery of the amount of Peoples Gas'
voluntary payments to GRI in 2000, $166,400.18, 13 disputed in this proceeding. ‘

|

|
Peoples Gas asserts that it made payments to GRI in 2000 because this Commission allowed recovery

" of similar voluntary GRI payments when we approved Peoples Gas' 1999 final true-up amount

Peoples Gas states that it is willing to forego recovery of voluntary GRI payments commencmg in
2001 and will record any GRI voluntary funding expense n non-fuel O&M expenses for posmble
future recovery in a base rate proceeding. Peoplcs Gas argues, however, that because payments have
already been made for 2000 in reliance on our prior decision, the payments for 2000 should be
recoverable through the purchased gas adjustment clause. i

OPC argues that these payments are voluntary and benefit Peoples Gas' stockholders as much as its
ratepayers Therefore, OPC asserts, Peoples Gas' stockholders, not its ratepayers, should maLe these
payments OPC also notes that Peoples Gas is the only company seeking recovery of these expenses in
this docket. i

|
Because our decision in the 2000 purchased gas adjustment docket signaled to Peoples Gas that we
would allow recovery of these types of payments, we find that Peoples Gas shall be allowed recovery
of its voluntary GRI payments for 2000 through the purchased gas adjustment clause. Commencing
with the 2001 cost recovery period, any GRI voluntary funding expense shall be recovered i 1n non-fuel

O&M expenses for possible future recovery in a base rate proceeding. ‘

T |

|
Based on the foregoing, it is hereby !

I
i
ORDERED by the Florida Public Service Commission that the findings set forth in the body of this
Order are hereby approved. It is further ‘

i
|
t
i
|
|

http /Ferww psc.state fl. us/dockets/documents/01/15310-01 htm! ’ ‘ | 12/17/2001




DEC-17-2081 ©2:51 -us

WEMMEL L UNmV L "l | W74 NrA A AUULevs g vme 2 Averamem a MM maw A WA TET Y w e mm—————— o | -

: |

ORDERED that the utilities named herein are authorized to collect the purchased gas adju!stment
amounts and utilize the factors approved herein effective with all meter readings on or after January 1,
2001, beginning with the first or applicable billing cydle for the period January 2002 through

December 2002, It is further ] '

ORDERED that Peoples Gas System's voluntary GRI payments for 2000 shall be recovered through
the purchased gas adjustment clause, and, commencing with the 2001 cost recovery period, any GRI
voluntary funding expense shall be recovered in non-fuel O0&M expenses for possible futuge recovery
in a base rate proceeding,. :

By ORDER of the Florida Public Service Commission this 7th day of December, 2001

|

|

|

|

{ .

BLANCA S BAYO, Director i
Division of the Commission Clerk

and Administrative Services

By'/s/ Kay Flynn
Kay Flynn, Chief
Bureau of Records and Hearing !
Services !
|
i

This is a facsiruile copy. Go to the Commission's Web site, http:/Avww.floridapsc.com or fax a request to 1-850-413-
7118, for a copy of the order with signature.

|
|
|
!

(SEAL)

WCK/LHD |

!

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

1
1
1
|
!

The Florida Public Service Commission is required by Section 120.569(1), Florida Statute'ls, to notify

\ !
http.//www.psc.state. fl.us/dockets/documents/01/15310-01.heml | 12/17/2001
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parties of any administrative hearing or judicial réview of Commission orders that 1s available under
Sections 120.57 or 120.68, Florida Statutes, as well as the procedures and time limits that apply. This
notice should not be construed to mean all requests for an administrative hearing or judicial review
will be granted or result in the relief sought |

i
!
v \

Any party adversely affected by the Comnussion's final action in this matter may request 1)
reconsideration of the decision by filing a motion for reconsideration with the Director, Division of the
Commission Clerk and Administrative Services, 2540 Shumard Oak Boulevard, Tallahassee, Flonda
32399-0850, within fifteen (15) days of the issuance of this order in the form prescribed b}‘l Rule 25-
22.060, Florida Admunistrative Code; or 2) judicial review by the Florida Supreme Court in the case of
an electric, gas or telephone utility or the First District Court of Appeal in the case of a water and/or
wastewater utility by filing a notice of appeal with the Director, Division of the Commission Clerk and
Administrative Services and filing a copy of the notice of appeal and the filing fee with the appropriate
court This fillng must be completed within thirty (30) days after the issuance of this order, pursuant to
Rule 9.110, Florida Rules of Appellate Procedure. The notice of appeal must be in the form specified
in Rule 9.900(a), Florida Rules of Appellate Procedure.

|
i
|
|
!
|
|
:
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

g
OCKET NO. 980003-GU

RDER NO. PSC-99-2443~FOF-GU
JISSUED: December 14, 1999

In re: Purchased gas adjustment
(PGA) true-up.

The following Commissioners participated in the disposition
of this matter: i

|

J. TERRY DEASON !
SUSAN F. CLARK .
Ec LEQN MOBS' JR. 1
’ |
!

RPPEARANCES:
MICHAEL A. PALECKI, Esquire, NUT Corporation, PMB 111-M,
3111-20 Mahan Drive, Tallahassee, Florida 32308
On behalf of City Gas Company of Florida. i
STEPHEN C. BURGESS, Deputy Public Counsel, Office of| Public

Counsel, 111 West Madison Street,
Florida 32399-~1400 |

On _behalf of the Citizens of the State of Florida. |

Room 812, Tallahassee,

WM. COCHRAN KEATING, Esquire, Florida Public Service '/
Commigsion, 2540 Shumard Oak Boulevard, Tallahassee,
Florida 32399$-0850 !
On behalf of the Comnission Staff.

|
I
i
i
!

|
FINAT, ORDER APPROVING PURCHASED GAS ADJUSTMENT TRUE-UP

AMOUNTS AND ESTABLISHING PURCHASED GAS COST RECOVERY FACTORS TO
BE_APPLIED DURING THE PERIOD JANUARY 2000 THROUGH DECEMBER 2000

i

BY THE COMMISSION: E
continuing purchaséd gas
an administrative hearing was

As part of this Commission’s
adjustment- true~up Proceedings,

held November 22, 1999, in this docket. Chesapeake Utilities
Corporation, Florida Division; City Gas Company of Florida;
Florida Public Utilities Company; Indiantown Gas Company;

Peoples Gas System, Inc.; sSebring Gas System, Inc.; St. Joe
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Natural Gas Company; and South Florida Natural Gas Company
submitted testimony and exhibits in support of their proposed
final and estimated true-up amounts and their proposed purchased
gas cost recovery factors. Prior to hearing, the parties
reached agreement concerning all 4issues identified for

resolution at hearing. Therefore, the case was presented to us
as a stipulation.

The parties stipulated to the final and estimated true~up
amounts and purchased gas cost recovery factors appropriate for
each utility, We accept and approve the stipulations as

Treasonable and supported by competent, substantial evidence of
record,

We find that the appropriate final purchased gas adjustment

true~up amounts for the period April 1998 through December 1598
are as follows: :

Chesapeake Utilities Corporation $21,077 Underrecovery
City Gas Company of Florida $1,121,676 Overrecovery
Florida Public Utilities Company $185,992 Underrecovery

Indiantown Gas Company $29,016 Underrecovery

Peoples Gas System, Inc. $4,088,862‘0verr¢COVery

Sebring Gas System, Inc. $1,452 Underrecovery

St. Joe Natural Gas Company $358,445 Overrecovery

South Florida Natural Gas Company ‘826,970 Overrecovery

We find that the estimated purchased gas adjustment true-up

amounts for the period January 1999 through December 1999 are as
follows:

Chesapeake Utilities Corporation $94,883 Overrecovery
City Gas Company of Florida 81,073,447 Underrecovery

Florida Public Utilities Company §253, 448 Overrecovery
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Indiantown Gas Company $28,701 Overrecovery

Peoples Gas System, Inc. $3,807,198 Underrecovery
Sebring Gas System, Inc. §6,725 Underrecovery
St. Joe Natural Gas Company §52,925 Overrecovery

South Florida Natural Gas Company $115,104 Overrecovery

We find that the total purchased gas adjustment true-up
amounts to be collected during the period January 2000 through
December 2000 are as follows:

Chesapeake Utilities Corporation $73,806 Overrecovery
City Gas Company of Florida $48,2289 Overrecovery
Florida Public Utilities Company $67,456 Overrecovery
Indiantown Gas Company $315 Underrecovery
Peoples Gas System, Inc. $281, 665 Overrecovery
Sebring Gas System, Inc. ‘ $8,177 Underrecovery
St. Joe Natural Gas Company $112,370 Overrecovery
SOuth Florida hatural Gas Company $142,074 Overrecovery

We find that the appropriate levelized purchased gas cost
recovery (cap) factors for the period January 2000 through
December 2000 are as follows:

Chesapeake Utilities Corporation 46.424 cents/therm
City Gas Company of Florida 49.002 cents/therm
Florida Public Utilities Company 50.050 cents/themm
Indiantown Gas Company~ ‘ 47.941 centsg/therm
Peoples Gas System, Inc. 55,097 cents/thernm

Sebring Gas System, Inc. 52.724 cents/therm
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St. Joe Natural Gas Company 44.900 cents/therm
South Florida Natural Gas Company 31.066 cents/therm

We find that these factors shall be effective for all meter
readings on or after January 1, 2000, beginning with the first
or applicable billing cycle, for the period January 2000 through
December 2000.

Based on the foregoing, it is hereby

ORDERED by the Florida Public Service Commission that the
findings set forth 4n the body of this Order are hereby
approved. It is further ’

ORDERED that the utilities named herein are authorized to
collect the purchased gas cost recovery amounts and utilize the
factors approved herein for bills rendered for meter readings
taken between January 1, 2000, and December 31, 2000.

By ORDER of the Florida Public Service Commission this 14th
day of December, 19899,

/8/ Blanca S. Bayd

BLANCA s. BAYS, Director
Division of Records and Reporting

Thigs 1is a facsimile copy. A
signed copy of the order may be

} obtained by calling 1-850-413-
6770. ’

(SEAL) ‘
WCK

)

NOTICE OF FURTHER PROCEEDINGS DR JUDICIAL REVIEW

r

The Florida Public Service Commission 18 required by
Section 120.569(1), Florida Statutes, to notify parties of any
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adninistrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Florida
Statutes, as well as the procedures and time limits that apply.
This notice should not be construed to mean all requests for an
administrative hearing or judicial review will be granted or
result in the relief sought.

Any party adversely affacted by the Commission’s final
action in this matter may request: 1) reconsideration of the
decision by filing a motion for reconsideration with the
Director, Division of Records and Reporting, 2540 Shumard 0ak
Boulevard, Tallahassea, Florida 32399-0850, within fifteen (15)
days of the issuance of this order in the form prescribed by .
Rule 25-22,060, Florida Administrative Code; or 2) dJudicial
review by the Florida Supreme Court in the case of an electric,
gas or telephone utility or the First District Court of Appeal
in the case of a water and/or wastewater utility by filing a
notice of appeal with the Director, Division of Records and
reporting and filing a copy of the notice of appeal and the
filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this
order, pursuant to Rule 89.110, Florida Rules of Appellate
Procedure. The notice of appeal must be in the form specified
in Rule 9.500(a), Florida Rules of Appellate Procedure.




8 PCE ~ 705 Pa3 NV 16 '93 esips

C—_— hviw%
Octaber 25, 1990

BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

IN TEE MATTER OF THE APFLICATIONOF ) CASE NO. AVU-G-99-2
AVISTA CORPORATION DBA AVISTA )
UTILITIES — WASHINGTON WATER )
POWER DIVISION FOR AN ORDER )
APPROVING A CHANGE INNATURAL GAS )
)
)

RATES AND CHARGES. ORDER NO. 28189 . .

On September 15, 1999, Avista Comporation dba Avista Utlifies — Washington
Water Power Division (Avistx; Compeny) sppliad to the Idaho PubHc Utilities Commizgion
(Commisxion) for sutharity to implement new rates end churpes for nstuml gas service in the
state of Idahs. Avista serves spproximsisly 48,600 customers in Idaho. Over 48,000 of thoee
custumers are residential. As computed by the campany, the total requested nst ennual revemmue
increzss in Idaho is §2,708,000 (8.58%), which includes paparsts billing adjustments for contract
customers ef detailed below. The increase fm price per themm to residentisl customers is
epproximately 8.41%. Residentis] customsers using an aversge of 80 thetmy per month under the
Company's proposal ean expest an incresse in their average monthly bill of $3.21. Ths change
mmumdehaxzutoothaamommeIIvmmotdingwcustomcrdmmdusaga The
Company has requested au cffective date of November 1, 1999. The Company maintning that
the public interest does not require » hearing on s Applicstion and requests that the marter be
processed under the Commission's RnlesofModLﬂed?rocadnm,i.e,bmeenwbmumn
rether than by hearing, IDAPA 31.01.01.201-204.

AspartofthuPumbaseGasAdjumncm(PGA)ﬁlm&ﬂnCompmyumo
requesting to collect $.0004 per therm from sales custorers for remittence to the Gas Research
Institute (GRI) for research and development (R&D) projects. GRI is requesting that Jocal
Mbﬁmmp@u@&)mﬁb@mnwh@yhﬂammﬂwmmhn
pipeline fimding. It is esti atod that the proposed customer charge of $.0004 per tharm will
p:vovidcap;mﬁmmlmmmm]bui&

The overall effect of the proposed changes, if authorized, would be to increass
customer raies per therm in the follow gmounts:

ORDER NO. 28189 i
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REFORE THE IDAEO PUBLIC UTILITIES COMMISSION

IN TEE MATTER OF THE APPLICATION OF )} CASE NO. AVU-G-99-2
AVISTA CORPORATION DEA AVISTA )
UTILITIES — WASHINGTON WATER )
POWER DIVISION FOR AN ORDER )
APPROVING A CHANGE IN NATURAL GAS )

)

)

RATES AND CEARGES. ORDER NO. 28189 . .

Oz September 15, 1999, AvistnCmpmﬁandbaAvau‘huca-—WuhIngmn
WmPothwnun(Avim.Cmnpqy)nppﬁadb&nldaboPubﬁ:UﬁﬂmComhnm
(Cmm@hmmmmmmmmms&rmmmm&
state of [dsho. Avista serves approximately 48,600 customers in Tdaho. Over 48,000 of thoee
custamers gre residentiel. As computed by the company, the total requested nst ennus! revemye
incresss in [daho is $2,708,000 (8.88%), which includes separate billing adjustmants for contract
customers ad detailed below. Ths increase in price per themm to residential customers is
gpproximately 8.41%. Residential customers using en aversge of 80 therms per month under the
Commwsmpmlmmmmmmuavmemmnh]yhﬂdszzl The change
mmm&uguwﬂhmqnmmmemorﬁngwmmmcrdmsmdwga The
Company has requested an cffective date of November 1, 1999. 'IheCompmymaim:nsthat
thspubilcmraeadounqumnhmnngmmAppHuﬂmmdtoqumtbnthcmmbe
mmndundaﬁa%hMaRﬂuofModlﬂed?mia,bymmsnmbmumn
Tather than by besring, [DAPA 31.01.01.201-204.

A.spartofthquuhaseGuAdjumnzm(PGA)ﬁlmg.tthnmpmyualm
wqumgmmﬂeu&mﬁrmmmﬁmwﬁnmmmmmceukmh
Insumtu(GRI)forresmhmddwelopmmCR&D) projects. GRI is requesting that Jocal
&mbmwmmpmmDQ)mmbmmnwhmqbtdammmdmummmbn
pipeline fimding. lth'mmmowdmwmuahupcfs.mpathmw
pwﬂdcappmmm:elmmm.\albui&

The overall effect of the proposed changes, if muthorized, would be to increase
customer rates per therm in the follow amounts:

ORDER NO. 28189 i
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Schedule 155—Gas Rute Adjustment

incresse in the Tariff Schedule 155 rutes for Schedules 101, 111 and 121 customers of

W & Commerciel
( 101,111 &£121)

e General & Commmerola] Receiving Lumnp Sum Bill

s
' (Schedulos 112 £122)

(Schedules 131 & 132)

¢

Transportation

(Scheduls 146)

ls Service & Intermuptitle Service Recelving Lump

iy

um Bill Credits ar

$0.04012
$0.02185

$0.01784

s

Schedule 155—Ges Rate Adjustment (1daho) is used by the Company to pess trough
eny wmdes- or over<callection of gus costs since its last tracker filing. The company estimates &
net deferral amount of §1,245,411 owing from tts customiers s of Jume 30, 1999. The result is an

$0.01827/therm.
As par the Company's Application and to clear out regidual balances in customer
accownty the following large transportetion end nterruptible customers will recaive individual

billing charges and/or credits/refinds that inchsds {merest that has accumulated from the end of

the tost period to the date of Commlssion spproval. Balunces at the end of the test period were:

~

; Potlsteh will receive an individusl (Sch 155) refund/credit of $3,462.

Kootenei Medioal Center

Idsho Asphalt
Imsemet

Hugbe.sGremhouse

Lignetics
Louisians Pacific (Sandpoint)
Loulsians Pacific (Chileo)

Intarstate Asphalt

University of Idaho

" St Josaph Hospital

Coeur d'Alene Aspbalt

Crown Pacific

ORDER NO. 28189

(5 224) -
(S 189)
$ 0
¢ 33)
$ 182
$2,345
¢ 32
$ 8,508
$10,561
$11,766
($ 1,088)

$12,658

C

-
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Scheduls 150—Permanent Gas Cost Changes

Schadule 150—Permeanent Gas Cost Changes (Idsho) s used by the Company to
mﬂemmnﬁmﬂnzchmg:ainthcconcfpmchas!ngandm@orﬁngmformmm. Since
rnuwmhntppmveiﬂwwcbmgchcommodity.dmndmdmmegummmm
an increass of $0.02185/therm for fimn gas Schedules 101 through 122; en increase of
50.01784/thermn for imterruptible Schedules 131 and 132; and no change for transportation
Schedule 146. As per the Company's Application, the resulnt ennual net fncredse 1o annual-
raveme requirement (Idiho) related to Scheduls 150 changes is §1462.698. The Company
calculates its current weighted average cost of gas (WACOG) to be $0.19308, an incrasse of
$0.02567 from the previous $0.16741,

On Octuber 4, 1999, the Commlzalon {rsmed Notices of Application end Modifisd
Pmccdm'etnCmNo AVU-G-93-2, Thedeadlincforﬁlmgwrmncommmmmwas
Octaber 22, 1999, CommcmmﬁledbyCommisdemﬁ'mdnmbaofﬂ:cCompmy:
customers. Staff recormends thar the Compeny’e Applicedon bs spproved. Swff reviewed the
Company's filing end endited the information provided. In its comments, Staff notes that natural
ges prices in the northwest appear to be trending up. A majer factor clted for the Increase is the
additlon of new plpeline capacity cannecting the Canadian Provinces of British Columbia znd
Alberia to the mid-west end eastern U.S, markets. Whereas previously the Canzdimn gas was
locked into the northwest and Callfurmis marksts, the Canadians, Staff states, are now able to sell
their gas in more lucrative murkets. Additional factars cited es contributing to the higher gas
prices are an increase in oil prices end the dghtentng of ges supplies vis--vis demznd.

‘ TheComgzinIonhudwmcdwdunumbe:oflmﬁuesmde-mﬂs&cmAﬂm
customers opposing the xizs of the proposed increese, questioning the necessity of m increass,
mdngoonmmgsrﬂingthﬂmmofth:hmcmﬂmdmdbwmmcmm
qmrdonhuthem_ncefdz.mwwwessmdﬂm&mmmioum]e znd questioning whather
meCompa.uy which can recover i costy, has inseative to negotiate the lowest price for its
customars, .

COMMISSION FINDINGS
The Commission his reviewed xod considered the Company's Application in Case
No. AV(-G-99-2 together with the attached exhibits and workpapers. The Commission has aiso
j considered ths comments mdrewmmandzﬁonsofsuﬁ'mlswdm&mt:nmpmy: Application. -

ORDER NO. 28189 3
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We further acknowledge the receipt of & mummber of letters, faxes and e-malls from Avista
customers protesting the propossd incresse.. Despitethzooncmmmisedbytthcmpmy's
customers, we find that the public interest regarding the requested change in rates does not
require & public boaring to cansider the insoes presented. Roforcuoe IDAPA 31.01.01.204,
TBsCommissionnppmdmthcconcmmbedbycustummwbooppouthzmm
increase. We note that the Company's Application is ¢ Umlted ges tracker and not a general rars

case, IWMu&eCBO'cmwm;.maCm'saﬁﬂmmhndhgwmc-

Compary spends #ts profits are not at laxae, AsthisConnxﬂmioninpﬁmOrdmﬁasmvions}y
obmd.dwmnmofmindndedintbeCmnpm'smumkxAppﬁuﬁcmmgmmuy
external costs over which the Company has little or 5o control. Of exception in this case, the

wcbehev:theCompmylmamvallb:mﬁtﬁnmﬂw

research and projects, Allhough we recogaize the Compmym
ofconmlmimmmpmmmmsmﬁdmthu!bmdhCampanys
actions eppear out of ordinary or Imprudant that the review process would reveal same. We
castinue w fnd the enmual tracker mechanism to be & useful roguletory vehicle for tracking and
adjusting for gas-related costs, In some years PGA trackers result in rate increases, in other
yesrs rute decreases, The most recent higtory 1s s fallows:

1998 51,117,000 ar 4.04% Increase Order No. 27816
1997 $3,972,000 or 15.6 % incresse Order No. 27261
1996 $2338,601 or 8.5 % decrogse Order No. 26662
1993 34,850,000 or 15.68% decrease Order No. 26283

1994 ' $1,026,000 or 3.98% dacreass Order No. 25708

Thers i3 equity in approving increases as well es decreases,

" The Company in this cass has requestad « net enmual revenus increase in Idaho of
$2,708,000. (8.58%), which includes seperate billing adjustments for contract customers as
detalled above. Based on the Commission's revisw and considerstion of the Application and
record in Case No, AVU-G-99-2, we sccept the Company's propossd rates, charges axd
&djustments es fair, just snd reasomable, We firther find to be reasonable an {mplementetion
date for mzw tariffy of November 1, 1999.

-
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CONCLUSIONS QF LAW
The Idabo Public Utilities Cotmission has jurisdiction over this matter and Avista
Corporation dba Avisa Utllites—Washingtan Water Power Division, a gas utlity, pursuant wo

the aunthority end power granted under Title 61, Jdaho Code snd the Commission’s Rules of
Procsdure, IDAPA 31.01.01.000 et 3eg.

ORDER .. .

In consideretion of the foregoing and as more particularly describad above, IT IS
HEREBY ORDERED that Avista Corporstion dba Avist Utilitjes—Washington Water Power
Division b puthorized to increase (changs) ts rates £nd churges in the manmer requested in hs
Application and a5 reflectsd tn the tariff schodules submitted In Cass No. AVU.Ch95-2 for
effnctive date for implementation of November 1, 1999. ‘

THIS IS A FINAL ORDER. Any person interssted in this Order may petition for
reconsideration within twenty~cue (21) duys of the service date of this Order. Within seven (7)

daysaﬁnmypmhupcdﬁonedformmdwcﬁommyomummuymss—pcﬁﬁonfor
reconsideration. Sse Jdaho Code § 61-626.

ORDER NO. 28189 s
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DONE by Order of the Idaho Public Utllities Commission at Bolse, Idaho this
ZZ 2K dny of October 1999,

MARSHA H. SMITH, COMMISSIONER
PAUL KJELLANDER, COMMISSIONER
ATTEST: |
7 . >
M J.‘” W C
Commission Secretary ‘
WAWW
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Offioe of the Soorctary

Service Dage
T\Q\ y 30, 1999

{

LR OF THE APPLICATION OF ) CASE NO. INT-G-99-1 N
AIN\GAS COMPANY FOR )
GE ITS PRICES, ; ORDER NO. 28109

/84

On Mzay 14, 1999, Intermountsin Gas Company (IGC; Company) filed an
Application with the Idaho Publio Utilities Commisgion (Commission) for authority to plece into
effect new rats schedules that would result in an oversl] increase of approximately $9.6 million
in its annoalized revemyes, The increase reflects a change in the Company’s cost of gas end the
elimination and/or immsition of a number of temparary gas and transportation cost adjustments,
surcharges and credits, 'IhoCompagyinitsﬁlingalsapmposcsto balance out its Purchased Gas

Cost Adjustment (PGA), Account 186. Thes PGA is & dsferral mechanism for over- - and
under-collections and for realized savings on spot market gag purchases.

weighted averags cost of ges (WACOG), the benefits generated from the Company's
scgmentation of its fimm capacity rights on WGP-W'g system, the inclusion of temporaty gur-
charges and credits relating to gas and transportation related costs from the Company's defarred
883 cost account (PGA Account 186), and an Updated customer allocation of gas-related costs.

The Application proposcs implementation of the following permanent and temporary
changes, adjustments, surcherges and credits to [GC'g tariff rates for natural gas service, salcs
and transportation:

Permanent Adjustments:
® INT-G-984 Elimination of Temporary Surcharges/Credits (§ 644,603)
¢ Change in WGP-W rates/charges $1,963,300
¢ Cl‘mngca in storage costs $.457.385
¢ Cost of Gas Supply ; $5,677,983

ORDER NO. 28109 1 N
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Temporary Surcharges ar Credits

Deferred Gas Coats (IGCPGA Acct 186)

® NWP Refimd Docket No. RP93-5-

Variable Cost Collection Adjustment
Uncollected Gag Costs
Market Scgmentation
Storage credit
® Fixed Gas Cost Misc

As computed by the Company, the total requested increasa in revenue on an annusl
basis is $9,637,020 or 8.46%. The net increase in sales a8 rovenues Is $9,405,663 or 8.61%.
The increase in T-1 transportation servics revemues Is $182,684 or 4.56%. The net increase in T-
2 trausportation service revennes is $48,673 or 6.52%. The annualized change in rates by class

of service per Company calculation is as follows:

+++ IGCO SKIP o030y

(8649,565)
(5 417,24)
$5,195,949
($2,189,851)
($ 465,603)
(S 709,039)

- Avg AVvg Increase’ Proposed Avg Price
Gas Sales Revenue Increase (Decreass) $/Therm
(Docroase) % Change
¢/Therm
RS-1 Residential $1,212,193 3416¢ 5.66% $0.63757
RS-2 Residential $4,928,297 4.854p 9.94% $0.53698
GS-1 Genl Sve $3.265,173 3.883¢ 8.55% $0.49323
LV-1 Large Veol, ¢

* T-1 tariff prioe plus the Weightod Aversge Cost of Gas (WACOQ), $0.18252

(Compire WACOG INT-G-98-4: $0.15684)

il

WACOG = tota} commodity cost of gas «+ total purchase therms

ORDER NO. 28109 2
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:

Avg Increase Avg Increases Proposed Avg Price
Transportation Reveaue (Decroase) (Decrease) $/Therm
¢/Therm % Change
T-1 Treasp., $182,684 0393¢ 4.56% $0.00003
T-2 Transp. $ 48,673 0.224¢ 6.52% $0.03661

With the exception of the Indgstrial Class, IGC proposes to allocate the change in
rates to each of itz customer classes in accordance with jts Purchased Gas Cost Adjustment tariff
and approved cost-of-service methodology. (Ref. Case Nos. INT. ~(-95-1, INT-G-8 8-2, U-1034-
137). Becausc there arc no fixed costs ourrently recovered in the tailblock of IGCs T-1 tariff
end because the proposed increase in the T-1 tariff is related to fixed costs (except for TE-1
commodity charge), a cents-perthermn increase is made only to the first two blocks of the T-1
tariff.  All three blocks of IGC's proposed T-1 tariff have been adjusted to include WGP-W's
frm transportation TR-1 commodity charge. The proposed increase in the T-2 tariff (except for
TER-1 commodity charge) is fixed cost related and, therefore, a cents per therm increase was
made only to the T-2 demand charge. The commodity charge component of the T-2 tariff wag
adjusted to include WGP-W's firm transpartation TP-1 commaodity charge.

Intermountain  Gas requestsd that its Application be processed under Modifjed
Procedure, i.e., by written submission rather that by hearing. Commission Notices of Application
and-Modified Procedure in Case No, INT-G-99-1 issnod on June 4, 1999, The deadline for filing
written comments was June 24, 1999, Refetence Commission Rules of Procedurs, IDAPA
31.01,01.201-204. Timely comments were filod by Commission Staff and six of the Company's
customers. Three customer comments were filed out of time on June 25.

On July 1. 1999, the Commission in Case No. INT-G-99-1 issued Order No, 28087,
Tho Company in lts Application had requested en cffvetive dato of July 1. {009, The
Commission in its Order suspended the proposed July 1 effective date until August 1, 1999,
making the following findings:

We find, as the Company acknowledges, that Intermountain Gas has the
affirmative burden of proof as to reasonableness regarding contract faes
paid to its affiliate IGI Resources, Referance Bolse Water Corp v. ldakho

ORDER NO. 28109 3
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PUC, 97 1daho 832, 555 P.2d 163 (1976). We note that the Company

did not make such en offor of proof in its Application filing. [t s only

With the Company's filing of June 25% that we are provided with such

offer of proof. The Commission finds that it needs more tima to cousider

the Staff proposed “adjustments and Company responses,®

Reference Jdaho Code § 61622, '
The previously filed comments cag be summarized as follaws:
_ Customer Comments -

The Company's customers object to the proposed increase, object to the inadequate
notice provided by the Company and request » hearing. To grant the increase, one customer
suggests, will eliminate the Corapany’s incentive 1o reduce jtg external and internal expenses by
climinating inefficiencies. The sizme of the proposed increase js objected to by another customer
who contends that it will create hardship emong those of the clderly whase only income is social
security, “What do we do," she queries, “when we can no lo‘ugft pay the price to Koep warm 9

An sdditional oustomer, Ms, Sharon Ulimay, in comments filed June 24 requests that

,weleomed and adequately sought.

ORDER NO. 28109 4
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Staff Comments . -
Commission ‘Staﬂ' proposes & number of edjustments to the Companys filing,
reducing the Company proposed $9,637,020 increase in fevenue requirement by $1,25 8,409, for
an adjusted tota) annual revenue increass of $8,378,611.

8taff contends that ratepayers should not be required to pay interest on ap over-
refund attributed 1o Company miscalculation ($2,000,000 estimate; $983,937 agtual). Reforence
FERC Docket No, RP-06-367—NWP settlemant refund, Removal of interest would result in a
(S15,885) adjustment.  Addidomally, Staff proposes that s post-filing company discovered

surchargs or oredit edjustment ($617.090). StafY contends that the management or administrative
fee paid to JGI Rasouroes is unreadonable, that transactions betwean IGC and IGI Resouroes are

WWP-G-98-4, approved a proposed agrecment  between  Avista
Corporation dba Avista Utilities—Weshington Water Division (Wwp) -
end Avigta Energy, This order allows Avista Energy, the marketing
affiliate, to supply B2, act ag agent in regard to storage, and to manage

&ppears to prave that IGI Resources’ management fee is market based,
Staff must point out some very big differences.

an index plus a premium. AvistaEuugyMHpmvidcﬁnngasscrvicc.
will charge WWP a Weighted Average Cost of Gag (WACOG) based oq

ORDER NO. 28109 5
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market index prices and will bear the tisk of procurement of supply at
this price. If Avista Energy fails to get the supply at the calculated
WACOG it will absorb the cost.

PGA. This includes the long-tetm contracts that are at the index plus an
adder to the producer in addition to the IGI management fee.

Consider an example with an Indexed WACOG of .150¢ per therm; for
WWP ths cost of a therm would then be .155¢ per therm (.150¢ +,005¢)
ifAvismEnezgyhadwpay.l75¢pcrthmforthegasth¢costto wwp
is stlll ,155¢ per therm. For IGC the producer index price could be 150¢
per therm plus .005¢ per therm or it could bo .175¢ per therm plus 005¢
per therm. Then IGI Resources would add thejr ,005¢ per therm for g
total supply cost of .160¢ per therm or -185¢ per therm which would then
bepassodonnothnmtcpayerinthoPGA(notcthiscxa.mploisnotBaxod
an actual costs to eithar company and does not show IGC bedges). The
pointofﬂlismmplcisnotthcoom,butthatIGIRemumcshnsuorisk

Although the Cammission, Staff contends, could disallow all payments to IGI
Resourees for administrative services because the Company has not met its burden of proof es to
the reasonablencss of the fee paid to its affiliate, Staff suggests that the Avista adder could be
used to judge whether the price paid for gas management services by IGC is reasonable. The f
risk assumed by Avista Energy, Staff contends, must also be considered. Staff believes that a
reagonable price for the service provided by IGI Resources is batween 0 and $.005 per therm.
Because Staff belioves that thers i value to the service, the reasonable cost should be greater
than 0; but becauses there ig not risk involved and no Incentive for IGI Resources to provide the
lowest cost service, Staff contends that the price should be less than $.005. Staff believes the
midpoint of $.0025 is a reasonable price to impute for this servics. This adjustment reduces the
temporary surcharge by $617,090 and the permanet charge by $552,763,

Although proposing no adjustment, Staff notes that the contribution of IGC to Gas
Research Institnto (GRI) is a contribution and not & payment of a filed rate under NWp's FERC
taniff. IGC has made the election to voluntarily contribute to GRI gt high load factor of $.26/Dt

* demand charge and$0.88/Dth commodity charge, This coneibutiog ¢ R&D is included in the

1999 transportation chargciﬁ “The cost to ratepayers, Staff calculates, would be approximately
m,ooo\.smfrnotm that this moncy will E0 to a project of IGC's choice. The Company has yet

ORDER NO. 28109 ' 6
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————

Customers have raceived the benefit, On & prospective basis, IGC states that it will abide by g
Commission decision to defer all pipeline refundg until known and coufirmed. |
As to Staff proposed adjustment for the nagement and edministrative service fee

o

ORDER NO. 28109 7
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in this case arbitrarily proposeg that the management fee be neduct_:d on a going forward basig 1o
$.0025. The Company contends that Staff" position appears to be trying to retroactively apply a
BEw Tato 1o a period to which the wark has alroady boen parformed,

ldaho Falls, Twin Falls, Montpelier and Kuna newspapers.  Additionally, the Company states

The Commission has now reviewed and fully considered the filings of record in Cage
No. INT-G-99-1 including the comments filad by Cammission Staff, the Company’s customers

ORDER NO. 28109 | 8
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programs that will provide timely benefits to It and its customers. We find no reason to requim.
that the Company submit the R&D program selected by it for Comnmission approval, g \/
Williams Settloment—$72,671 Adjustment and Credit

The Commission finds Staff’s proposed inclusion of the additional $72,671 EERC
Dacket RP-96-367 related credit in this tacker adjustment to be reasonable, The credit amount
is known end measurable end should b factored as ag offset into what i5 otherwise a sizeable
PGA increase. Therefore, we roject the Company’s proposal to defer allocation of this cradit
until next year’s tracker.

Interest Adjustment ($15,88s) )
The Commission finds Staff’s proposed intarest adjustment to be reasonable. The
Company contends that the over-refund (also FERC Docket RP-96-367) was a result of a
miscaleulation and that its customers have benefited from receipt of those momies, The
Comlsimbdiwufhatthhmimalmnwasammﬂthpaﬁﬁtmthc%mpany’s
- contracting practice and rclationship with IGI Resources, its affiliate. We ¢ncourage the
CmnpanywtakeappropxiatcsmpswonmmthmaucbconﬁwionatthaFERCIeveldpwnot
ocelt in the future,

Management Fees—IGI Resources

Staff challenges the reasonableness of the .005 MMBTU administrative foo paid by
1GC 1o IGI Resources, Inc., rejects the nature of proof offered by IGC (c.g., CP National contraot
cnding 1996; identified savings) and discounts tha fee based on & comparison of relative rigk ina
similar Commission epproved service contract betwean Avista Utilities and Avista Energy. Staff
tequests auditable documentation reflecting the cost to provide the servics and/or a market
cvaluation showing verifiablc current and indopendent market rates for the fee, Staff contends
that the Company has not shown that the identified savings would not have bean achieved by
enother marketer or in-housc if Intermountain Gas had maintained their ability to do their own
gas-related activities, ’nmCampaqympcndsmmithasnorcasonmbclicvoﬂ]atanyother
mzrkoter could have achieved the same level of cost savings, relability, and price stability that
Rescurces has a;hjwoi

ORDER NO. 28109 9
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The Commlsr‘:ion finds that the devcloped recond in thig case provides no supportable
" basis for adjusting the administrative fae. The representations of the Company, while admittedly

The gas industry, however, is continuing to transition to a more competitive market. 1G]
Resources i3 ho longer the solc marketer operating in IGC's setvics area We caution the
Company that it should not become complacent with fis existing relationship with 1Gj. We
direct the Company to develop a means of better verifying for {tsclf and the Commission the cost
savings that it atttibutes to its relationship with IGI Resources, Ths Company is also cacauraged
to periodically test the waters to determine whether other marketers have the ability 1o provide
similar of better services at a competitive price. The Company’s gas customers who remain
captive and without chojce are owed uo less a duty of vigilanee. In closing we remind the
Company of the essurances that it gave to the Legislature in this most recant scssion regarding
the Commission's accass to affiliate records and our ability to deny affiliate expense.
Rmmmmmmmmmmmmcmm,mdmsms

reasonableness of the Company’s PGA tracker.
The Cowmizsion has reviewsd and considared the Corupany's Application in Case
No. INT-G-99-1 together with the attached exhibits and workpapers, The Company in this case

analysis, we find it appropriste, just and teasonable to approve the requested increase with the
eforementioned adjustments for an authorized adjusted annual increase in revenue of $9,548,135
07 8.38%. We further find it reasonable that the change in rates and charpes be implementad for
an cffective date of August 1, 1999, The Company is directed to file complance tariffs
conforming with this Order. Our approvel includes the permanent adjustments, the temporary
£as cost adjustments, surcharges and credits, and a balancing out of the Company's deferred
PGA Account 186. We further agres that the changes should be tracked through to the
customers as proposed in the Company’s Application.

ORDER NO. 28109 10
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. CONCLUSION OF LAW
The Idaho Public Utilites Commission has Jjurisdiction over this matter angd
Intermountain Gag Company, a gas utility, pursuant to the authority and power granted undar
Title 61 of the /daho Code end the Commission’s Ruleg of Procedure, IDAPA 31.01.01.000 es
segq.

changs its rate gnd charges for RS-1, RS-2, GS-1 and LVA/T-1/T2 Customers in the manner
reflectad in the Company’s emended tariff shects heretofore filed, with adjustments as deseribeg

ORDER NO. 28109 11
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DONE by Order of the Idaho Public Utilities Commission at Boise, Idaho thig
32 &€ day of Tuly 1999,

ENNIS 5. HANS ,mggmm&':‘“

Commissioner Smith vas out of
the office on this date.

MARSHA H. SMITH, COMMISSIONIR

A

PAUL KJELLANPER, COMMISSIONER

ATTEST:
L 2
Commission Secretary

VIZO:INT-G93-1_gwa

ORDER NO. 28109 12
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Offiee of the Soorctary
Service Dage
duly 30, 1999

BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

R OF THE APPLICATION OF ) CASE NO, INT-G-99-1
AS COMPANY FOR
GE ITS PRICES,

ORDER NO. 28109

e

On May 14, 1999, Intrrmowntwin Ges Company (IGC; Company) filed an
Applicaﬁon“dththeldahoPublieUﬁlfﬁescommissian( i ‘on)ﬁxrmnhomympjmmo
effect new rate schedules that would result in an overall increase of epproximately $9.6 million
in its anmuatized revemues, The increase reflects a change in the Company’s cost of.gns and the
elimination and/or imposition of & number of temparary gas and transportation cost adjustments,
surcharges and credits, TthompauyinitsﬁIingalsopmposcstobalanmomiumhaschas
Cost Adjustment (PGA), Account 186, Tha PGA Account is a deferral mechanism for over. . and
under-collections and for realized savings on spot market pag purchases.

" The proposed adjustments reflected in the Application include changes in costs billed
IGC by Willisms Gas Pipelinas-West (WGP-W) and other transportation compsnies, the
climination of temporary surcharges and credits (INT-G-98-4), an increase in the Company's
weighted average cost of gﬁs (WACOG), ths bensfits penerated from the Company's
scgmenttation of its firmm capacity rights on WGP-W's system, the inclusion of *mporary gur-
charges and credits relating to ges and tansportation related costs from the Campany's deferred
£83 cost sccount (PGA Account 186), and an updated customer allocation of gas-related cogts.
The Application proposes implementation of the following permanent and temporary
chenpes, adjustments, surcharges and credits 1o IGC's tariff rates for natural gas service, saleg
and transportation:

Permanem Adjustments:
® INT-G-98-4 Elimination of Temporary Surcharges/Credits ($ 644,603)
¢ Change in WGP-W rates/cherpes $1,963,300
¢ Change in storage costs $457385
® Cost of Gas Supply $5,677,583

ORDER NO. 28109 1
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Temporary Surcharges ar Credits

Deferred Gas Costs (GCPGA Acct 186)
' NWP Refimd Docket No. RP93-5
Veriable Cost Collection Adjustment
Uncollected Gas Costs
Market Scpmentation

+++4 IGCO ﬁgl?

(82,189,891)

_ R003/04

(8649,565)
($417,248)
$5,195,949

2 transportation service revennes is $48,673 or 6.529%.
of service per Company calculation is as follows:
T Avg Avg Increass Proposed Avg Price
Gas Sales Reveniue Increrse (Decreass)
(Docrease) % Change
¢/Therm
RS5-1 Residential $1,212,193 3.416¢ 5.66% $0.63757
RS-2 Residential | $4,928297 4.8548 9.54% $0.53698
GS-1 Genl Sve $ 3,265,173 3.883¢ 8.55% | $0.49323
LV-1 Largs Vol, ¢ N

* T-1 tariff prioe plus the Weigtitod Average Cost of Gas (WACOQ),

(Compare WACOG INT-G-984: $0.15684)

WACOQ = tota] commodity cost of pas « total purchase therms

ORDER NO. 28109
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Avg Increase Avg Increass Proposed Avg Price
Transportation Reveauo (Decroase) (Decrease) $/Therm
¢/Therm % Change
T-1 Traasp. S1R2,684 | 0393¢ 4.56% $0.09003
, T-2 Transp. $ 43673 0224¢ 6.52% $0.03661

MththecxccpﬁaqafthcmdnstﬁdamlGCmuwﬂbcamthechmgcin
mdethmhmﬂWMimmGﬂwAdjmmmﬁ
end epproved cost-of-service methodology. (Ref, Case Nos. INT-G-95-1, INT-G-8§ 8-2, U-1034-
137). Becanse thers are no fixed costs currently recovered in the tailblock of IGC's T-1 tariff
andbccwseﬂxcproposcdhwwascinthc‘r-ltariﬂ‘ismlatodtoﬁxedcosts(cxccptfor'rp.l
commodity charge), & cents-per-themn increase is mads oaly to the first two blocks of the T.]
tariff. Al three blocks of IGC's proposed T! tariff have beeg adjusted to include WGP-W's
firm trensportation TR-] commodity charge. The proposed increase in the T-2 tariff (except for
TE-1 coumodhycbmgc)isﬁxedcostrelmdand,thcmfam,accnmpertharm increase was
made only to the T-2 demand charge. The commodity charge component of the T-2 tariff was
adjusted to include WGP-W's firm transpartation TR-1 commodity charge.

Intermountain  Gas requestsd that its Application be procegsed under Modifjed
Procedure, Le,, by wiitten submission rather that by hearing. Commyission Notices of Application

31.01,01.201-204, Timely comments were filed by Commission Staff and ix of the Company’s
Customers, Three customer conunents were filed out of time on Juns 25.
On Huly 1, 1999, the Commizsion in Case No. INT-G-99.1 Issued Order No. 28087,




11701788  10:17 43208 334 3762 IDAHO PUC +++ IGCO SEIP @oos/01

PUC, 97 1daho 832, 555 P.2d 163 (1976). We nots that the Company
did not make' such an offer of proof in its Application filing. It js only
With the Company’s filing of June 25% that we are provided with such
offer of proof. 'Ithommissionﬁndsthaxitneedsmm-eﬁma to consider
the Staff proposed “adjustments and Company responses,

dcadlincforﬁling writtan commeqts of protests. Tha Companynotice,Ms.Uumancontcndg,is
wocfully inadequate, It is, she states, csseatially a publie relations document that says absolutely
nommgmmdicammatwmcomwmand/mpMMmbcingaweptedbythe

question her with apparent msgidmabomwhoshawumdhuimmmthem.

Mz, Ullman contends that by holding & public hearing in this Case, or at the very Jeast
extending the public comment period, the Commission cam help ths publis to understand that
their circumstances, opinions and input are of concem to the Commiesion and that public input is
Wwelcomed and sdequately sought,

ORDER NO. 28109 4
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Steff Comments .
X
Commission Staff Proposes 2 number of adjustments to the Company's filing,

reducing the Company proposcd $9,637,020 increase in revenue requirerent by $1,258,409, for
&n adjusted total annnal revenus increase of $8,378.611.

(315,885) edjustment.  Additionally, Staff proposes that 5 post-filing company discovered
(372.671) edjustment and credit be allocated immediately rather than deforred, as the Company

The remaining Staff adjustments se rclated to the managmntoradmiqisuaﬁva fec
paid by 1GC 1o ity affiliate IGT Resourees, Inc, permanant adjustment (5552,763) and temporary
suroharge or oredit edjustment ($617,090). Staff contends that the management or administrative

but has the affirmative burdeq of proving the reasanablensse of its affiliated transactions, (Cited
euthority omitted), Inanattcmpttomsasswhzthcrtbc adminis&aﬁvefecpaidtoIGlR.csomm
is market-besed, Stafr compares the nature of services provided by IGI Resources with the
management services provided to Avista Utllities by = unregulsted affiliste, Avista Enerygy.
Although the fee is the same (3.005/herm), Staff points out that thete are significant differences:

&ppears to prave that IGI Resourceg management fee is market based, -
Staff must point out some very blg difforences,

WWP and IGC have ‘completely different philosophies with respect to
888 supply. WWP rcljes mainly on spot or very short term contracts

ORDER NO. 28109 3
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IGIRWontbcotharhand,b&mﬂoriskforthccostofgasasau
costs for IGC's :uppllwaredlmcdypamd to the customers through the
PGA This includes the long-tern conhacmthntmatﬁwindcxplmm
addq-totbepmduocrinadditiontothel@lmmagemcmfac.

" demand charge and $0.88/Dth commodity charge, This contribution 1 R&D is included in e
1999 transportation charges. “The cost 1o ratepayers, Staff calculates, would be 8pproximately
SYQ,(&O. Staff notes that this moacy will go to a project of IGC's chojce. The Company has yet

ORDER NO. 28109 6
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IGI Resources from Intermountain Gas Campany.

)
Thisissimplyabuo»uptthommqycommdsmdintnmisapmopriambocauschC
custommhawmceivedthebCMﬁt. OnaPmSpectiVebaxis,IGCStaicsfhathwanbidc by a
COmnﬁsgiandcdxionwdefaaﬂpipcﬂmmﬁmdsmﬁJMownmdwuﬁrmed_

IGI Resources, Finally, the Company represants that the three areas relating to value of service
(cost savings, reliability, and prics stability) could each independently Justify the foe paid to 1G]
Resources, Taken together, the Company contends that the evidence appears to be conclusive,

ORDER NO. 28109 7
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No. INT-G-99-1 including the comments filed by Cammissiog StafY, the Compeny*s customers
nndthcmplchmmemxonMGlmountainGas. Wecontimxctoﬁndtlmthepubucimcmst
regarding the requested change in rates does not require & public hearing to consider the issues

Gas Research Imtlmte—Voluntary Contribution
TthOmmjxsi09ﬁndstbxt itismsonab!e,fot IGC to leverags its investment fn |

rescarch and development (}i&D) by contributing to coopcrative ressaroh organizations guch ag

Gas Research Institute (GRI). We have long recognized the value and begefit 1o £8S customers

and the industry of GRI's R&D programs and contimue 1o suppart the Company's involvement in '

ORDER NO. 28109 8 ~
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progmmsﬂm!wiﬂpmﬁd‘cﬁmelybcmﬁtsmitamimcusmmm. We find no reason tothuim-
that the Company submit the R&ED program selected by it for Commission approval, \_\/
Williams Settloment—$72,671 Adjustment and Credit .

The Commission finds Steff"s propossd inclusion of the addiional $72,671 FERC
Docket RP-96-367 ralated meditinfhistxwkcrntﬁusuncmtobe rcasonshle, The credit amount

contracting practice and rclationship with 1G] Resources, its affiliste.  We encourage the
CmnpanywmkcappropﬁatcstepswcnmncdmsuhmnﬁxsianatthaFERCkvddocsmt
occur in the furyre,

Management Fees—IGT Resources

StndT challonges the reasonsbleness of the .005 MMBTU administrative foo paid by
1GC 10 IGI Resources, Inc., rejocts the nature of proof offered by IGC (c.g., CP National contract
ending 1996: identified savings) and discounts the fee based on & comparison of relative rigk i g

Resources has achieved,

b

ORDER NO. 28109 9
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: CONCLUSION OF LAW
Tho Idaho Public Utilities Commission has jurdsdiction over this" matter and
Intenmpountain Gag Company, a gas utility, pursuant to tha authority and power gramgd undar
Title 61 of the Jdaho Code end the Commission’s Rules of Procedure, IDAPA 31.01.01.000 £

changs its rate and charges for RS-], RS2, GS-1 and LV.i/T-11-22 customars in the manner
reflected in the Company's emendead tagff sheets beretofore filed, with adjustmeqts 88 described
bove for an effective datc ofimglcmentaﬁon of Angust 1, 1999, The amended tariff sheets 1o
be filed by the Compeany should comport. with an authorized adfusted annuay revenye
tequircment increase of $9,548,135 or § 3854

ORDER NO. 28109 11
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DONE by Order of the Idsho Public Utilities Commission at Boise, Idaho thig
Bz €€ day of July 1999,

ENNIS 8, \ RJEH)ENT

Commisaioner Smith was out of
the office on thie date,

MARSHA H. SMITH, COMMISSIONER

el il d

ATTEST;

Commission Secretary ‘

VIGO:INT-G95-1_sw3

ORDER NO. 28109 12
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Ot STATE OF ILLINOIS

7
g(‘)‘( ILLINOIS COMMERCE COMMISSION

United Cities Gas Company
00-0228

Proposed general increase in gas

rates:

By the Commission:

I PROCEDURAL HISTORY

On February 17, 2000, United Cities Gas Company (“United Cities” or
‘Company”), a division of Atmos Energy Corporation, filed its Ill. C.C. No. 2, Original
Title Sheet, Original Sheet Nos. 1 through 60 and an Original Information Sheet
Supplemental to Sheet No. 99, hereinafter referred to as “Filed Rate Schedule Sheets,”
in which it proposed a general increase in gas rates, to be effective April 2, 2000.

Notice of the filing of the Filed Rate Schedule Sheets was posted in United

Cities’ business office and published in news ‘
the Company's Illinois service area in accordance with the requirements of Section 9-

201 of the Public Utilities Act (“Act”), 220 ILCS 5/1-101 et seq., and the provisions of 83
lll. Adm. Code 255.

On March 15, 2000, the Commission entered an order suspending the Filed
Rate Schedule Sheets to and including July 15, 2000. On July 6, 2000, the
Commission resuspended the Filed Rate Schedule Sheets to and including January 15,

2001.
Pursuant to due notice, a p
a duly authorized Hearing Examiner of the Commission at its offices in Springfield,

by counsel on behalf of Commission Staff (“Staff’) and United Cities. No petitions to
intervene were filed in this proceeding. Mr. Mark Thessin, United Cities' Vice President,
Rates and Regulatory Affairs, testified on behalf of United Cities. Mr. Thessin

Operations, rate base, operating statements, revenue requirements, rate design,
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Mr. Thomas Smith, Accounting Supervisor in the Accounting Department of the
Financial Analysis Division, who presented testimony proposing certain adjustments to
the Company’s operating statement and rate base; Ms. Burma Jones, an accountant in
the Accounting Department of the Financial Analysis Division, who presented testimony
proposing certain adjustments to the Company’'s operating statement and rate base;
Ms. Janis Freetly, a financial analyst in the Finance Department of the Financial

Analysis Division, who présented testimony as to the-Company's-capital-structure—cost
of capital, and rate of return on rate base; Ms. Terne McDonald, an economic analyst in
the Rate Department of the Financial Analysis Division, who presented testimony
regarding cost of service and rate design; and Mr. Steven Cianfarini, a senior energy
engineer in the Gas Section of the Energy Division, who presented testimony
addressing certain technical issues regarding the Company's tariffs and rate base. Staff
witnesses Smith and McDonald addressed the resolution of all issues in this case
between Staff and the Company. At the conclusion of the hearing on September 12,
2000, the record was marked “Heard and Taken.” The parties concluded at the hearing
that briefs would not be necessary. United Cities filed a draft Order on September 19,

2000.

¥

. ~ NATURE OF UNITED CITIES’ OPERATIONS

United Cities, as a division of Atmos Energy Corporation, provides natural gas
service to approximately 298,000 customers in lllinois and portions of six other states
including lowa, Missouri, Tennessee, Virginia, Georgia, and South Carolina. Atmos
Energy Corporation, based in Dallas, Texas, provides natural gas to more than one
million customers in 13 states through its operating divisions. Energas Company,
Greeley Gas Company, Trans Louisiana Gas Company, United Cities Gas Company,
Western Kentucky Gas Company, and United Cities Propane Gas.

The Company is headquartered in Franklin, Tennessee and provides natural gas
service to approximately 25,000 customers in lllinois from four operating centers. These
centers, in Virden, Vandalia, Harrisburg, and Metropolis, serve customers in Alma, Bluff
City, Brookport, Carrier Mills, Cowden, Eldorado, Farmersville, Galatia, Girard,
Harrisburg, Huey, luka, Joppa, Kinmundy, Metropolis, Middletown, Muddy, Naylor,
Neelyville, New Holland, Quinlin, Raleigh, Salem, Thayer, Vandalia, Virden, Waggoner,

and Xenia.
ll.  LAST RATE INCREASE

United Cities’ last lllinois rate order was entered in Docket No. 96-0618 on June
25, 1997. In that proceeding, the Commission approved an increase in lillinois

revenues of $427,671 or 2.09%. The Order authorized a rate of return on original cost
rate base of 9.85%, which incorporated a return on common equity of 10.94%.
Iv. UNITED CITIES’ REASONS FOR THE PROPOSED RATE INCREASE

United Cities originally proposed an increase in annual revenues of $3,151,323
for the illinois service area. Company Schedule A-3. As stated by Mr. Thessin in

2
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UCGC Exhibit 6.0, the Company is accepting the revenue requirement as shown on
ICC Staff Exhibit 7.0, Schedule 1.0, which results in an increase in annual revenues of

$1,367,684, in order to resolve this case.

According to UCGC Exhibit 1.0, since the Company’s last rate case in Docket
No. 96-0618, 1t has made substantial investment in the areas of its llinois service
territory that have been newly acquired by the Company. In addition, _United Cities

states that_it has made substantial. investments in-technology-based —service and
productivity improvements which are essential for operation of an efficient and high
quality gas distribution system to meet future customer needs.

V. TEST YEAR

The Company’s rate increase request is based on a pro forma historical test
year, which ended September 30, 1999, with adjustments for purported known and
measurable changes. Staff accepted the Company's use of this pro forma historical

test year.

The Commission concludes that the test year, consisting of the 12 months ended
September 30, 1999, with pro forma adjustments calculated in a manner consistent with
the criteria set forth in Section 285.150 of 83 ll. Adm. Code 285, is appropriate for the

purposes of this proceeding.

VL. ORIGINAL COST RATE BASE

United Cities’ proposed rate base was addressed in the Company’s filing and in
the testimony and schedules presented by Staff witnesses Mary Everson, Thomas
Smith, Burma Jones, and Steven Cianfarini. In its testimony, the Company presented
detailed evidence regarding its original cost rate base based on balances and costs for
the 12 months ending September 30, 1999, with certain pro forma adjustments. Staff
witnesses proposed certain adjustments to the Company’'s rate base. The Staff
adjustments to rate base are reflected in ICC Staff Exhibit 7.0, Schedule 4. (See

attached Appendices C and D.)

In her direct testimony, Staff witness Everson proposed the following
adjustments to rate base: adjustments to Cash Working Capital for adjustments to
operating expense items, allocation factor-rate base to correct an allocation factor, and
quantified adjustments to plant in service to remove cost of retired LP plant and gas
stored underground to correct an incorrect allocation of storage gas amounts. ICC Staff
Exhibit 1.0. These adjustments were also proposed in rebuttal testimony Exhibit 7.0
except that the Cash Working Capital adjustment was modified to reflect operating

expenses as proposed by Staff in its rebuttal testimony.

Staff witness Jones proposed the following adjustments to rate base: gas stored
underground - provide a thirteen month average balance and remove inventory not
available to lllinois customers: unamortized rate case expense - remove from rate base;
unamortized Monarch Management Audit expense - remove from rate base; materials

3
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and supplies - provide a thirteen month average balance and remove materials and -
supplies associated with non-regulated operations: customer advances for construction
- remove an allocation for advances outside of llinois; customer deposits - correct
Company's failure to recognize a normal level of customer deposits; budget billing
advances - deduct from rate base. ICC Staff Exhibit 9.0.

Staff's adjustments were accepted by the Company in the resolution of this

docket, as presented on ICC Staff Exhibit 7.0, Schedule 3.0 through Schedule 4.0,
Page 2 of 2: ' :

Based on the evidence, the Commission finds that the original cost rate base as
shown in ICC Staff Exhibit 7.0, Schedule 3.0, Appendices C and D, is reasonable and
should be accepted. Giving effect to the above finding, the Commission concludes that
the Company’s original cost rate base for the test year ended September 30, 1999 js as

follows:
Utility Plant in Service $ 38,189,688
Accumulated Depreciation _(17,399,227)
Net Plant 20,790,461
Additions to Rate Base:
Construction Work in Progress 2,135,551 ‘
Gas Stored Underground 2,853,133
Gas Stored Underground-Cushion Gas 587,316
Consulting & Non-Compete Agreement 143,688
Materials and Supplies 388,702
Working Capital Allowance - 533,221
Deductions from Rate Base:
Customer Advances for Construction (22,560)
Customer Deposits ' (99,277)
Accumulated Deferred Income Taxes (2,308,580)
Budget Billing Advances (437,726)
Rate Base ; $ 24,563,929

VIl.  OPERATING REVENUES, EXPENSES, AND INCOME

In its direct testimony and filing, United Cities presented detailed evidence
regarding its operating revenues, expenses, and income for the test year ended
September 30, 1999. In the testimony and schedules presented by ICC Staff witnesses
Mary Everson, Thomas Smith, and Burma Jones, several adjustments to the
Company's operating revenues, expenses, and income were proposed. Ms. Everson,
in her direct testimony, made the following adjustments to operations expense:
allocation factor-operating statement to correct an incorrect allocation factor, cost of gas
to remove cost of purchased gas recovered through PGA, outside service contract to
remove cost of a contract which does not benefit ratepayers, outside legal expense for

4
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cases not related to lllinois operations, and depreciation expense to correct an error in
the Company's filing. ICC Staff Exhibit 1.0. These adjustments were also proposed in
rebuttal testimony, ICC Staff Exhibit 7.0, except that Ms. Everson proposed an
adjustment to Gas Research Institute ("GRI") cost to reflect a change in the method by

which GRI bills utilities.

Ms. Jones in her direct testimony, proposed the following adjustments_ tq

ortization - adjust-expense -to -reflect the

operations expense: rate_case.expense am
nse when rates from this proceeding are

w unamortized balance of prior rate case expe
expected to be in effect and to recognize a change in the Company's estimate of

current rate case expense; Monarch Management Audit expense amortization - correct
coding errors by the Company and reduce expense to reflect the unamortized balance
when rates from this proceeding are expected to be in effect: memberships and dues -
remove allocations for community organizations outside of lllinois; interest on customer
deposits - coordinate with change to customer deposits; sales promotion expense -
remove from test year; customer service expense - correct coding errors. ICC Staff
Exhibit 3.0. In her rebuttal testimony, Ms. Jones reiterated these adjustments except
that rate case expense was modified to reflect actual invoiced expense, and sales
promotion expense was modified to reflect the nature of certain expenses included in

this category. ICC Staff Exhibit 9.0.

Mr. Smith, in his direct testimony, proposed the following adjustments to
operations expense: merger cost - to eliminate non-operating cost from revenue
requirement; income tax - correct state tax rate; income tax - to reflect permanent book
tax differences; pension cost - reverse Company adjustment to increase test year
expense from negative to zero; forfeited discounts - to correct Company's failure to
recognize a normal level of forfeited discounts; leases - to recognize a normal level of
rent income; gas revenues - to eliminate the revenues used to recover gas costs from
test year operating income; retired directors - to eliminate non-recurring cost: shared
services - to eliminate non-recurring cost; payroll - to eliminate the Company's
proposed adjustment because it is not known and measurable; benefits - to coordinate
benefits with payroll; benefits - to reflect known and measurable conditions; and
uncollectible expense - to reflect jurisdictional revenues. ICC Staff Exhibit 20. In
rebuttal testimony, Mr. Smith proposed modifications to income tax expense to reflect
proper allocation factors and to reflect the fact that certain expense items can not be
deducted for income tax purposes. Other positions as reflected in direct testimony
were retained in Mr. Smith’s rebuttal testimony. ICC Staff Exhibit 8.0.

As part of the resolution of this Docket, the Company has accepted the operating
revenues, expenses, and income as presented on ICC Staff Exhibit 7.0, Schedule 1.0

through Schedule 4.0, attached as Appendices A and B.

Based on all of the evidence of record in this proceeding, the Commission finds
that the adjustments to the operating income statement as presented in ICC Staff
Exhibit 7.0, Schedule 2.0, attached as Appendices A and B, are reasonable and should
be adopted for ratemaking purposes in this proceeding. Upon giving effect to these
adjustments and the rate of return on original cost rate base of 9.18% that is hereafter
allowed in this Order, the Commission concludes that for purposes of this proceeding,

5
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United Cities’ operating income statement for the test year ended September 30, 1999,
at approved rates, is as follows:

Viil.

extensive analyses of the Company's capital structure and cost of capital.

Base Revenues 39,224,540
Other Revenues 79,373
Total Operating Revenues 9,303,913
Uncollectible Accounts 242,864
Production 7
Storage 591
Transmission 2,356
Distribution . 1,861,245
Customer Accounts 595,567
Customer Service 71,045
Sales Promotion 9,061
Administration and General 1,720,435
Interest on Customer Deposits 5,460
1,746,460

Depreciation and Amortization
Taxes Other than Income
Total Operating Expenses before
Income Taxes

217,630

6,472,721

State Income Tax 104,145

Federal Income Tax 471,219

Total Operating Expenses 7,048,085
Net Operating Income $2,255.828

The above operating income statement reflects the rate increase of $1,367,684
that is granted by this Order.

CAPITAL STRUCTURE, COST OF CAPITAL, AND RATE OF RETURN

The Company presented evidence regarding itsl'capital structure and cost of
capital in UCGC Exhibit 5.0. Staff presented evidence on these matters in the direct
testimony of Janis Freetly. ICC Staff Exhibit 4.0. Each of these witnesses presented

The Company and Staff reached a settlement on the method of presenting the
Company's capital structure and cost of capital in the Atmos Energy Corporation
Universal Shelf Registration Docket No. 99-0687. The order in that docket was entered
on September 7, 2000 and reads as follows: .

For its current rate case, ICC Docket No. 00-0228, Atmos will agree to use
an imputed capital structure consisting of 67% total debt and 33%
common equity. Atmos will agree to a cost of equity of 11.56%, as
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calculated by Staff. The overall cost of capital is 9.18%, as calculated by
the Staff. (Page 2, Order)

Based on the Order in Docket No. 99-0687 and the evidence contained in the
testimony in this proceeding, the Commission finds that the capital structure and the
cost of capital, including a cost of equity of 11.56% and an overall cost of capital of
9.18%. are supported by the evidence, are reasonable, and should be_utilized in this

proceeding. Accordingly, the Commission concludes that the fair rate of return on its
common equity which the Company should be authorized to earn is 11.56%. United
Cities capital structure and overall cost of capital approved herein are as follows:

Weighted
Ratio Cost Cost
Short Term Debt 15.28% 6.94% 1.061%
Long Term Debt 51.72% 8.33% 4.31%
Total Debt 67.00% 5.37%

Common Equity 33.00% 11.56% 3.81%

Total Capital 100.00 9.18%

The authorized return on equity of 11 56% will provide a return on original cost
rate base of 9.18% under the capital structure herein approved. This rate of return will
provide net operating income of $2,255,828 for United Cities. To eamn this net
operating income, a rate increase of $1,367,684 is required.

IX. COST OF SERVICE AND RATE DESIGN

Both the Company, through UCGC Exhibit 3.0, Schedule 1, and Staff, through
the testimony of Terrie McDonald in ICC Staff Exhibit 5.0, Schedules 1.0, presented
cost of service studies. Staff's cost of service study utilized the same basic
methodologies which have been accepted by this Commission in the past. These cost
of service studies included the same weather normalization techniques for sales and

transport volumes.

The rate design for the various customer classes was discussed by the
Company in UCGC Exhibits 3.0 and 6.0. Staffs rate design proposals were addressed
by Terrie McDonald in both her direct and rebuttal testimony. ICC Staff Exhibit 5.0,
Schedules 2.0 through 7.0 and ICC Staff Exhibit 10.0, Schedule 1.0. The rate design
testimony includes discussions regarding elimination of Schedule 180 (Economic
Development Gas Service), consolidation of Schedule 193 (Large Tonnage Air
Conditioning Gas Service) with Schedule 192 (Cogeneration, Compressed Natural Gas,
Prime Movers, Fuel Cell Service), and re-opening Schedule 150 (Optional Gas Service)
to new customers. The Company and Staff have come to an agreement on the
following rate design components for each customer class Schedule:




Monthly ;
Schedule and Facilities Commpodity
Class Designation Charge , Charge p]’er CCF
Residential Gas Service, !
Schedule 110: All Zones $ 9.9 $O.1£|939
T
Small Commercial and ’
Small Industrial Gas |
Service, Schedule 120: |
All Zones $ 25.00 $O.15;21
Large Commercial and ]
Large Industrial Gas :
Service, Schedule 130: !
All Zones $100.00 $0.1415
|
Optional Gas Service, , i
Schedule 150: All Zones $100.00 $0.0499
Cogeneration, Compressed i
Natural Gas, Prime Movers, !
Fuel Cell Service, Large |
Tonnage Air Conditioning, , i
Schedule 192: All Zones $100.00 ) . $0.0726

Based on the evidence, the Commission finds that the cost of servicé studies
methodologies and rate design principles as embodied in the charges for the various
Customer class Schedules, as shown above and agreed to by the parties, are fully
supported by the evidence, are reasonable, and should be adopted. The Commission
further finds that the rate Schedules will produce the revenue requirem:ent and
operating income for United Cities found to be reasonable in this Order. Accordingly,
the Commission finds that the rate Schedules are just and reasonable and sh:ould be
approved, to become effective three days after filing.

X. SERVICE REGULATION AND OTHER ISSUES

|
|

The Company and Staff agree that the NSF check charge as curr:ently presented
onlll. C.C. No. 1, Original Sheet No. 39 shall remain at $10.00 i

b
|
1

The Company and Staff agree that there should be no separate meter and meter
connection fee. i

The Company and Staff agree that the Company should be allowed to r:ead its
meters once ever two months and that the following language should be included at the

end of Paragraph 6.1 of the Company's Service Regulations: “All meters will be read at
intervals of approximately 60 days."

o™




|
|
E 00-0228
|
|

The Company and Staff agree that the new Paragraph 6.3 in the! Companys

Service Regulations regarding re-reading charges should state: |
!

If at any time the customer questions the accuracy of the meter readlng

the customer can request the Company to read the meter. After such re-
read,f_the onginal meter reading was accurate, within 5%, the customer

shall be warned that they could be charged $35.00 to compensate the
Company for the expense of conducting future readings if the customer
requests re-reads which do not result in an adjusted bill more than 3 tlmes
in a 12 month period. The Company shall inform the customer of the
charge prior to re-reading the meter the 4th time in one 12 month perlod
Should the ornginal meter reading be in error, over 5% high, the customer
shall not be charged the fee and the appropriate billing adjustments;shall

be made. |
|

However, if the customer habitually requests (more than 3 times in:a 12
month period) a meter re-read which does not result in an adjusted bill,
then the customer shall be charged the $35.00 fee. .

The Company and Staff agree that language should be added atlthe end of
Paragraph (1)(d), Section d of the Company’s Service Regulatlons that reads, “with the
exception of any charges related to GRI contributions.” _Thi ts the offset

to the inclusion of GRI contributions in the Company’s base revenues. !
|
|

The Company.and Staff agree that it is in the Company’s and lIlinoisI customers’
best interests that a depreciation study be performed on the Companys|ut|||ty plant
impacting lllinois customers prior to the Company's next rate case filing. ‘

1

The Company and Staff agree that the Company should changelits service
extension policy to allow the Company to offer 60 feet of service line (an mcrease of
100%) to customers installing gas space heating equipment and 40 feet of serwce line
(a decrease of 20%) to customers installing a gas water heater. In addltlon the
Company and Staff agree that the Company should change its service extension policy
to allow the Company to offer a maximum of 100 feet of service line (down from 150
feet) to non-residential customers with estimated annual consumption of 100 Mcf or
less. The agreement regarding service extension policy is based on the economlcs of

new construction costs of service lines. |
1

Based on the evidence, the Commission concludes that setting the NSF check
charge at $10.00, not having a separate meter and meter connection fee, permitting
meter readings once ever two months, the re-read charge language,! additional
language reflecting the exclusion of GRI costs from the PGA calculatlon and the
agreement by the Company to perform a depreciation study are reasonable and should
be approved. In addition, the Commission concludes, based on the evndence that the
changes to the Company’'s service extension policy are reasonable and'should be

approved.

|
|
9 ,‘
|
|
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The Company and Staff agree that the Company should change jcurrent tariff
sheets 2, 27, 28, 32, 34, 38, and 47. On those sheets, the Company mak|es reference
to “General Orders.” Those references should be changed to the| appropriate

Administrative Code Parts

XL FINDINGS AND ORDERING PARAGRAPHS ﬁ |

The Commuission, havin

g given due consideration to the entire record herein and

being fully advised in the premises, is of the opinion and finds that:

(1)

(2)

(3)

(4)

(3)

(6)

(7)

(8)

(9)

United Cities is a corporation organized and éxisting under allpd by virtue
of the laws of the State of Texas and Commonwealth of Virginia, is duly
authorized to conduct business as a foreign corporation within the State of
llhnois, is engaged in the business of rendering natural gas service to the
public in the State of lllinois, and is a Public Utility as defined by the Act;

|

the Commission has jurisdiction over United Cities and the sub'ject matter
herein; |
!

i
the recitals of fact and conclusions reached in the prefatory portion of this

Order are supported by the evidence and are hereby adopted as findings

of fact; ;

i
for purposes of this proceeding, the test year is a historical pro forma test
year ending September 30, 1999, such test year is appropriate for

purposes of this proceeding; . |

for purposes of this proceeding, United Cities original cost ratcla base is
$24,563,929;

for purposes of this proceeding, United Cities’ revenue requir{ement is
$9,303,913;

. |
a just and reasonable rate of return which United Cities should beI allowed
to earn on its original cost rate base is 9.18%; this rate of return
incorporates a reasonable return on common equity of 11.56%; {

i
the rates of return set forth in Finding (7) hereinabove result in operating
revenues of $9,303,913 for United Cities and net operating income of
$2,255,828; to earn this operating income, an increase in operating

revenues of $1,367,684 or 17.23% is required for United Cities; i

1
United Cities rates which presently are in effect are insufficient to
generate the operating income necessary to permit the Companyito eamn
a just and reasonable return; the Company rates which are presently in
effect should be permanently canceled and annulled:

10

|
|
|
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|
\
|

(10) the proposed rates filed by United Cities would produce a rate of return in
excess of that which is fair and reasonable; the Company proposed rates
as filed should be permanently canceled and annulled;

|-

(11) the evidence demonstrates that the currently proposed rates:w:ll produce
the revenue requirement, operating income, and rate of return on rate
base discussed in Findings (6), (7), and (8) above, are idesigned in

accordance with the cost of service and rate design gundelmes approved
in the prefatory portion of this Order, and are agreed to by trTe interested

parties; |
|
|

|

(13) United Cities should file new tariff sheets setting forth the rates and
charges provided for in this Order, within 10 days of the date of this Order,
said tariff sheets to be effective for all service rendered on and after three

days after filing; !

(12) the rates and charges as proposed are just and reasonable;

(14) United Cities should maintain its NSF check charge at $10.00;1 be allowed
to read its meters once every two months; not have a separate meter and
meter connection fee; institute the re-read policy and charge set forth
above, exclude GRI costs from its PGA calculation; and'\ perform a
depreciation study prior to its next rate case filing; in addition, the changes
in the Company's service extension policy are reasonable and should be

approved;

i

. o A -
(15) all motion and objections made in this proceeding that remain undisposed
of should be disposed of in a manner consistent with the ultimate

conclusions herein. \
|

|
IT IS THEREFORE ORDERED by the Hliinois Commerce Commission that the
tariffs presently in effect for gas service rendered by United Cities Gas Company are
hereby permanently canceled and annulled effective at such time as the new gas tariff

sheets approved herein become effective by virtue of this Order for all servxce rendered

on or after three days after filing. I

IT IS FURTHER ORDERED that the proposed tariffs fled as Il CC No. 2
seeking a general increase in gas rates in United Cities Gas Company’s lllmons service
area, filed by the Company on February 17, 2000, are hereby permanently canceled

|

and annulled.
|

IT IS FURTHER ORDERED that the Suspension Order entered on March 15,
2000 and Resuspension Order entered on July 6, 2000, are hereby vacated and set
aside in so far as they relate to United Cities Gas Company. !

_ IT IS FURTHER ORDERED that United Cities Gas Company lS hereby
authorized and directed to file new tariff sheets in accordance with the CommISS|on S

findings and conclusions herein. !
11 |




ITIS FURTHER ORDERED that United Cities Gas Company"sh'ali
Finding (14) of this Order.

IT IS FURTHER ORDERED that United Cities Gas Company shall complete 3
depreciation study prior to its next r.

ate case filing before this Commission for the utility
ﬁ_planLusedJMhe—p;:evisien«ef—sewiee—teﬂ'{s—Hﬁﬁois—custmucm. —

.
IT IS FURTHER ORDERED that an

Y motions or objections in thisI proceedin
that remain undisposed are hereby disposed of in a manner consistent with lthe ultimate
conclusions contained herein.

|

1
provisions of Section 10-113 of
his Order is final; it isinot subject
|

|
|

: |
(SIGNED) RICHARD L. MATH}IAS

IT IS FURTHER ORDERED that subject to the

the Public Utilities Act and 83 IIl. Adm. Code 200.880, t
to the Administrative Review Law.

By order of the Commission this 18" day of October, 2000.

Chairman |

(SEAL)

12
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COMMONWEALTH OF KENTUCKY Roraid 5. Mcctou A

nosoummw Public Pmttcﬂmw ' Sogrn;tarv

POST OFFICE BX 615 Regutation Cablnet
, FRANKFORT, KENTUCKY 40602

WWw.pscstate ky.us Helen Hetton
Paul L Patton . 5602 564-3940 Exscutive Dirsctor

covernor Rax (502 564-34560 Public gervice Commission
December 29, 1899 L\/ G\
\G k \e'/\

Tina Thomas 2 ;’ 1 4
Gas Research Instituts V\ -
Suite 900 i G I
1600 Wilson Boutevard %% \J
Ariington, Virginia 22208 ¢ /<(>/§
Dear Ms. Thomas:

On April 29, 1899, the Commission held a8 meeting in.its offices to discuss with
affected parties the future funding of the Gas Research Institute ("GRI") In Kentucky in

by the major Kentucky LDCs, the Attomey General's office, representatives of GRI, and
members of the Commission and Staff,

Since voluntary funding of GRI by LDCs first became an issue, the Commission
has received two proposals for recovery of such funding. In Case No. 97-066-F, Delta
Natural Gas Company proposed to continue GR| funding at the ast FERC-approved
level for full mandatory funding, and it through its Gas Cost Adjustment (“GCA")
mechanism. The Commission did

[ 0! tary amount to be flowed
through as gas cost, pending a thorough review of the subject. In Delta's pen ing
“Case, Case No. 95~

178, it did not offer an altemative proposal on its own to continue
GRI funding, but indicated It would not be averse to a tariff rider method of collecting
GRI funding from customers.

Subsequentfy, in Case No. 99-070, the Commission approved a settement
Bgreement among Westermn Kentucky Gas and other parties to the case pursuant to
which Western will, among other things, implemsnt 8 GRI tanff nder.

_ /\——V\

The Commission has in the past approved the inclusion of expenses related to
Research and Development ("R&D") in revenue requirements. Such expensss,
approved HW& were required to be supported and justified in terms of
benefits to the utifity and ratepayers. it i i
the same justification in terms of costs and benefits. Funding used for the purpose of

/




Tina Thomas
Dscember 22, 1999
Page 2

such activities as ing and advertising will likely be as it has in the by

i uded from : er, even though the Commission's declsion in
rmm acceptance of tariff rider mechanisms for recovery of GRI
contributions, the burden of proving that the recovery is reasonable will remain, as
always, on the utility proposing such a mechanism. # should also be noted that the
Commission's acceptance of the Western Kentucky Gas tariff rider mechanism does not

indicate that approval of other such filings will be automatic: nor does that acce ce
- 3% 55 . A of

-.c?:| Som

As a final matter, a utility wishing to propose R&D funding recovery by including it
“in a bage rate proceeding ag part of its revenue requirement remajns at liberty to do sa.

if;’i;\ Qc&ﬁp .

Helen C. Helton
Executive Director
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Direct Testimony of Jeffrey D. McClanahan
Docket No. 03-KGSG-602-RTS

il

Please state your name and business address.
Jeffrey D McClanahan, 1500 SW Arrowhead Road, Topeka, Kansas
¢
Who is your employer and what is your title?
I am employed by the Kansas Corporation Commussion (“Commussion” or

“KCC”) as the Chief of Accounting and Financial Analysis

What is your educational background and professional experience?

I hold a B A 1n Accounting from West Texas State University I was employed
for approximately eight years by a Savings and Loan institution 1n professional
positions 1n auditing and accounting I joined the KCC in December 1997 as a
Utiity Auditor I I was promoted to Semior Auditor in May 1998 and was

subsequently promoted to my present position in February 2002

Have you previously testified before the Commission?

Yes, I have filed testimony 1n numerous dockets before the Commussion

What is the purpose of your testimony?

The purpose of my testimony 1s to introduce the Staff witnesses, address Kansas
Gas Service’s (“KGS”) proposed Home Energy Low-Income Program Rider
(“HELPR™) tanff rate, and address the proposed Gas Technology Institute

(“GTI") pass-through tanff

|
\

McClanahan - 1 olf 12
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Direct Testimony of Jeffrey D. McClanahan
Docket No. 03-KGSG-602-RTS

Please provide a list of Staff witnesses and a description of the testimony they
are sponsoring.
A list of Staff witnesses 1s presented below

Bill Baldry  Staff witness Baldry provides recommendations regarding KGS’s

revenues and operating expenses

Dr. John Cita Staff witness Cita discusses KGS’s weather' normalization
adjustment, WeatherProof Bill, flex tanffs, and the proposed HELPR tanff Dr

\

Cita also proposes an adjustment to KGS’s weather normalization adjustment

David N. Dittemore Staff witness Dittemore 1s a consultant working on behalf

of Staff Mr Dittemore provides recommendations regarding KGS’s proposed

transfer of the Mid-Continent Marketing Center (“MCMC”) assets back to KGS,

Corporate Cost allocations, and operating statement adjustments

Adam Gatewood  Staff witness Gatewood provides an analysis of KGS’s cost

of equity capital and recommends an appropnate capital structure

Larry Holloway Staff witness Holloway provides recommendations

regarding KGS's proposed transfer of the MCMC assets back to KGS

McClanahan - 2 of 12
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Direct Testimony of Jeffrey D. McClanahan
Docket No. 03-KGSG-602-RTS

Dr. Soojong Kwak  Staff witness Kwak sponsors Staff’s weather normalization

adjustment and customer annualization adjustments to KGS’s test year natural gas

sales for selected rate classes

Michael J. Majoros, Jr.. Mr Majoros 1s a consultant working on behalf of Staff

and the Citizens Utihty Ratepayer Board (“CURB”) Mr Majoros has conducted a

depreciation study and 1s recommending new depreciation rates for KGS

Jeff McClanahan 1 provide an overview of Staff’s testtmony and address

KGS’s proposed HELPR tanff and the proposed GTI tanff

Ryan Mulvany Staff witness Mulvany provides testimony sponsoring

adjustments to KGS’s rate base and operating statement Mr Mulvany also

sponsors Staff’s revenue requirement schedules

Dorothy Myrick Staff witness Mynck sponsors testimony regarding KGS’s

rate design

James M. Proctor  Staff witness Proctor 1s a consultant working on behalf of

Staff Mr Proctor sponsors testimony regarding KGS’s general corporate cost
allocation factor and employee pension, medical, and post-retirement benefit

expenses Mr Proctor also addresses interest synchromzation

McClanahan - 3 of 12
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Docket No. 03-KGSG-602-RTS

Philip T. Sanchez:  Staff witness Sanchez sponsors testimony regarding KGS’s
General Terms and Conditions, Sales Service Rate Schedules, Transportation

Service Rate Schedules, and the Cost of Gas Rider

Justin Watkins Staff witness Watkins sponsors testimony regarding KGS’s

flexible tanff agreements and proposes related adjustments

Duzel Yates: Staff witness Yates sponsors testimony regarding KGS’s
operating income statement and proposes related adjustments Mr Yates also

provides background information on the current rate case

HELPR Tariff

Q.

A

What is the proposed HELPR tariff?

KGS has proposed a tanff which would p’rov1de discounts to eligible customers 1n
the amount of 50% of the Residential Service tanff and 50% of Delivery Charges
The 50% reductions would not apply to the cost of gas paid by the ehgible
customers As proposed, the discount afforded to the eligible customers would be
spread to all remaining customers, except dl\scount customers, on a per Mcf basis
Eligible customers would be defined as those customers quahfying under the
federally-funded Low Income Energy Assistance Program (“LIEAP”) KGS has
quantified the impact of the program as affecting approximately 13,000 customers

with an annual discount of approximately $1,972,109 KGS witness Mr Larry

Willer addresses the HELPR program at pages 6 and 7 of his testimony.

McClanahan - 4 of 12
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Docket No. 03-KGSG-602-RTS

\

Q. What is Staff’s position regarding the HELPR program?

A Staff’s legal counsel has reviewed the legality of tth: proposed program and
determined that the HELPR program appears to meet the definition of a lhifeline
rate The Commussion previously concluded that 1t 1s legally prohibited from
implementing targeted lifeline rates because they are unduly discrimunatory
[Docket No 134,584-U, Order 1ssued November 9, 1982 at pp 7-8] Staff’s

position on the legality of this issue will be fully outlined 1n 1ts post-hearing brief

Q. How does KGS’s proposed HELPR program meet the definition of a hifeline
rate?

A It 1s my understanding that Docket No 134,584-U defined a hifeline rate as
a rate set below the cost of service so as to assist a certain group of
consumers in meeting their essential needs and/or to promote some
general public interest A lifeline rate 1s one made available to a
selected group of consumers, based not upon their utility usage
characteristics, but upon socio-economuc factors such as, age, imncome

or handicap The purpose of such a rate 1s to help those consumers who
for whatever reason, are unable to afford the cost of their essential

energy needs [Order atp 2]

KGS’s proposed HELPR tanff 1s set below the cost of service so as to assist a
certain group of consumers, based not upon their utility usage charactenstics, but

upon socCio-economic factors

Q. Is Staff proposing an alternative methodology to KGS’S HELPR program?
Not within the context of this docket Staff witness Mynick discusses the HELPR

program further in her testmony and recommends a separate investigation to

McClanahan - 5 of 12
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determune how to implement a low-income tanff In addition, Staff witness Cita

discusses the HELPR program

GTI Tanff ;

Q. Please explain what GTI is, and provide some background on the
organization.

A The Gas Research Institute (“GRI”) 1s the predecessor to GTI GTI 1s a non-profit
consumer benefits research and development (“R&D”) orgamization GTI’s
research currently focuses on six areas that were agreed upon 1n a settlement at
the Federal Energy Regulatory Commission (“FERC”) These areas are (1)
increased gas supply from emerging resources, (2) improved gas system
rehability and integnity, (3) lowered operating and maintenance costs, (4)
increased efficiency of use, (5) enhanced environmental quality, and (6) enhanced
health and safety' KGS witness Ronald Edelstein discusses GTI's R&D

programs and the related surcharge 1n his testimony

Q. What is the GTI tariff?
KGS has proposed including a surcharge of $0 0174 per Mcf on the Cost of Gas
Rlaer (“COGR") 1n order to fund its participation in the R&D conducted by the
GTI KGS has estimated the total annual cost to 1ts ratepayers at approximately
$1 5 nullion GTI 1s currently funded through a FERC-approved surcharge on gas

transported over interstate pipelines  Therefore, KGS customers have been

! See, Staff Exhibit JDM-1, p 6 of 21 and JDM-2, p 3 of 33

McClanahan - 6 of 12
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indirectly supporting GTI through upstream gas prices FERC has decided to

eliminate the surcharge at the end of 2003 and transition support for GTI to a

voluntary basis

Q. How was the $0.0174 per Mcf surcharge determined?

A It 1s unclear to Staff how the $00174 per Mcf surcharge was ongmnally
determined While the surcharge was app(roved by FERC, Staff cannot find a
specific notation or calculation stating the total dollar amount to be collected or
the budget year(s) on which the surcharge was based 2 It does appear that GTI
had a FERC-approved refund mechamsm for over-collections of its targeted

funding levels However 1t 1s unclear how, or 1if, the refund mechanism 1s intended

to be used 1n the future

Q. Is Staff opposed to the GTI surcharge?

A ,Generally speaking, no  Staff 1s supportive of R&D that beneﬁ;s KGS’s
customers Therefore, Staff 1s interested 1n the possible benefits that may be
obtained for KGS’s customers from GTI However, Staff does have a number of

concemns related to the GTI proposal

Q. What are Staff’s concerns?

A Staff’s concerns are noted below.

2 See, FERC Opinion No 418, Docket No RP97-149-002,p 17

McClanahan - 7 of 12
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Docket No. 03-KGSG-602-RTS

1 The information provided m KGS’s application only outlines GTT's

10
11
12
13
14
15
16
17
18
19
20

21

22

23

24

benefits for customers KGS does not outline how 1t, or GTI, envisions
the role of the Commussion in participating, reviewing, and approving
future R&D projects In addition, KGS does not discuss how future
surcharges are to be calculated and reviewed by the Commussion  Staff
requested KGS provide its vision for future R&D program years in Staff
Data Request No 459 3 KGS responded to Data Request No 459 by
stating, in part

KGS would anticipate letting the Commussion know annually

what R&D projects 1t selected for funding It s anticipated that

the R&D surcharge would be effective until KGS filed to change

it [Emphasts added]

KGS, and the Commussion through oversight, will have full

nghts to select each and every R&D project 1t wishes to fund or

to not fund There are no mandatory projects All parties

funding projects will have approval mnput Parties not funding

projects would have no input approval

Clearly, KGS has not outlined a detailed review process for the

Commusston to follow In addition, since the surcharge 1s a pass-through
from KGS to GTIL, KGS will not have any money at nsk Therefore KGS

will most likely transfer most of the burden of supporting the surcharge m

the future to GTI, a nonjunisdictional entity

3 See, Staff Exhibit JDM-3, p 3 of 4

McClanahan - 8 of 12
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Staff asked that KGS provide a detalled narrative explammng the

benefits 1ts ratepayers will recerve from participation in GTI i Staff Data

{

Request No 460 4 KGS responded by stating
Benefits to ratepayers from KGS’S participation 1n GTI's
voluntary programs are expected to iclude (1) O&M cost
savings from the use of honzontal borng tools, keyhole
excavation equipment, advanced shoring techmques, and similar
projects, (2) enhanced safety duec to plastic pipe lifetime
estimation tools, coatings accelerated testing, pipeline integnty,
indoor air quality, and advanced leak detection and plastic pipe
location equipment, (3) lower energy bills due to high-efficiency
residential dehumudification, water heating, and space heating
technology, and lower demand due to 1ncreased efficiency
commercial coohng and industnial burner and combustor

technology

Based on KGS’s response, 1t does not appear that the potential
ratepayer savings have been quantified Staff believes that a
quantification of the expected savings 1s important in order for the
Commusston to evaluate the costs and benefits of this proposal
As stated prev1ousl);, Staff 1s unsure as to how the proposed $0 0174 per
Mcf surcharge was determuned Staff 1s concerned that neither KGS nor
GTI has provided evidence regarding how future surcharges will be
determimed The FERC has stated that “ In seeking the resolution of the
1ssue of long-term GRI funding, the Commussion continues to be guided
by the underlying objective of ensunng stable GRI funding while

spreading the responsibility for funding the R&D sponsored by GRI as

4 See, Staff Exhubit JDM-3, p 4 of 4

McClanahan - 9 of 12
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1

evenly as possible over the broadest base of natural gas service "5 KGS
and GTI have not outhined the anticipated timeline ta seek approval from
each State’s public utility comrmussion, and the possible 1mpac't of future
surcharge rates In addition, KGS and GTI have not addressed whether
they ntend to pass any over-collections back through the COGR Staff
maintains that these 1ssues need to be addressed

Staff 1s concerned that other gas utilities will request a GTT surcharge, and
a piecemeal approach will be taken to reviewing the applications  This
may lead to inconsistencies 1n the review and approval process for the
Commussion For example, Atmos Enérgy has also proposed a lGTI
surcharge 1n 1ts recently filed rate case, Docket No 03-ATMG-1036-RTS
Atmos’ application provides essentially the same support for 1ts requested
surcharge as KGS It appears to Staff that 1t 1s only a matter of time

before most, 1f not all, KCC junsdictional gas utilities request a GTI

surcharge

What is Staff’s recommendation regarding the GTI surcharge?

Staff recommends a separate investigation regarding the GTI surcharge As

stated previously, Staff supports R&D and GTI may well benefit KGS’s

customers However, Staff does not behieve that KGS or GTI have provided

enough evidence on how the R&D programs will be reviewed, how often the

N

5 See, Op1nion 418, 1ssued November 12, 1997, in Docket Nos RP97-149-002, RP97-391-000, and RM97-

3-00,p 9

McClanahan - 10 of 12
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)

review process will occur, how surcharges will be determined, and the appropriate

means of dealing with any over collections In addition, a separate investigation

will enable Staff and the Commussion to be consistent in the review and approval

process for R&D programs in which KCC junisdictional utihities participate

What issues should be addressed in such a general investigation?

A The 1ssues addressed should include, but not necessarilly be hmuted to, the

following

1.

How often should the Commnussion review and approve the R&D
programs?

Should the Commussion be able to select R&D programs that Kansas gas
utilities participate 1n, or just have input?

How will future surcharges be determined?

Should the amount of money collected through the surcharge be capped at
a predetermined level?

What support should be required for the calculation of surcharges?

What support should be required to demonstrate that KGS 1s paying its fair
share of support for GTI based on 1ts participation level with GTI? |
Should the benefits to KGS’s customers be quantified? If so, how often?
If the benefits to gas customers do not exceed the contributions to GTI in a
particular year, how long should GTI and Kansas gas utihties be given to

demonstrate a benefit before consideration 1s given to eliminating the

surcharge?

McClanahan - 11 of 12
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9 Should over collections be passed back through the COGR?

10 Should reports be filed with the Commussion? If so, what areas should be
addressed (e g, R&D progress reports and related total cost) and how
often should the reports be submutted?

11 Should all gas customers participate?

12 Should all utihities participate?

When should the Commussion begin the separate investigation?

Due to current workload considerations, Staff 1s recommending that the separate
mnvestigation be 1nitiated late 2003 at the earliest However, Staff recognizes that
the investigation will not be completed prior to KGS’s requested date of January
1,2004 Therefore, Staff 1s recommending that KGS be allowed to use the FERC
apﬂroved surcharge of $0 0174 per Mcf through 2004 However, 1in order to
prevent an over collection, the total amount collected should be capped either at
KGS’s est1mate9 cost of approximately $1 5 milhion or at some other amount that
can be supported on the record by KGS or GTI This option will allow Staff,

GTI, and the Commussion more time to thoroughly investigate the proposal

Does this complete your testimony?

Yes, 1t does

McClanahan - 12 of 12



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of .

ADJUSTMENT OF GAS RATES OF ) CASE NO
COLUMBIA GAS OF KENTUCKY, INC ) 2002-00145
ORDER

In 1its Order approving the merger of Columbia Energy Group (“Columbia
Energy”) and NiSource, Inc (“NiSource”), f‘he Commission required the Chief Executive
Officers (“CEQO") of both utilities to commit that Columbia Gas of Kentucky, Inc
(“Columbia”) would “[flle by the earlier of September 30, 2002 or 18 months after
consummation of the merger, a rate case Including the statutory filing requirements, a
cost-of-service study, an estimate of future net merger savings, and a mechanism to
reflect on ratepayers’ bills future merger savings and the net deferred merger savings 1
To comply with the CEOs’ commitments, Columbia filed its application on May 1, 2002
for authority to adjust its gas rates to produce additional annual revenues of $2,503,221,

an increase of 2 3 percent 2

BACKGROUND

Columbia, a wholly-owned subsidiary of Columbia Energy, 1s a Kentucky
corporation regulated by the Commission as a utility under KRS 278 010(3)(b). It 1s

engaged in the business of selling and distributing natural gas, as well as the

' Case No 2000-00129, Joint Apphcation of NiSource, Inc, New NiSource Inc,
Columbia Energy Group and Columbia Gas of Kentucky for Approval of a Merger, Order
Issued June 30, 2000

2 Application at 3



transportation of customer-owned volumes of gas 3 Columbia provides gas service to
approximately 141,000 retail customers within the Commonwealth of Kentucky

PROCEDURE

Columbia submitted wrtten notice of its intent to file an abpllcatlon for an
adjustment of rates on April 1, 2002 and subsequently tendered its application on May
1, 2002 Columbia requested to place its proposed rates into effect on June 1, 2002
To determine the reasonableness of the\proposed rates, the Commussion i1ssued an
Order on May 21, 2002 suspending the proposed rates for 5 months from their effective
date, pursuant to KRS 278 190(2), up to and including October 31, 2002

The following parties requested and were granted full intervention the Attorney
General of the Commonwealth of Kentucky, by and through his Office of Rate
Intervention, the Kentucky Industrial Utihity Customers, Inc, the Lexington-Fayette
Urban County Government, the Kentucky Association for Community Action, and the
Community Action Council for Lexington-Fayette, Bourbon, Nicholas and Harrison
Counties, Inc (collectively “Intervenors”)

On May 21, 2002, tHe Commussion issued a procedural schedule to investigate
Columbia’s rate application The schedule provided for discovery, intervenor testimony,
rebuttal testimony by Columbia, a public hearing, and an opportunity for the parties to
file post-hearing briefs

JOINT STIPULATION AND RECOMMENDATION

Pursuant to a request by Columbia, an informal conference was scheduled and

held on September 12, 2002 at the Commuission’s offices in Frankfort, Kentucky At the

* Application at 1
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conference, Columbia and the Intervenors informed Commission Staff (“Staff’) that they
had been negotiating a settlement and that their discussions were ongoing Although a
settlement had not been reached, they wanted to advise the Commission of the status
of their settlement discussions The parties stated that they planned to continue
settlement discussions and would advise the Commussion If they reached a settiement

Pursuant to a second request by Columbia, an informal conference was
scheduled and held on September 19, 2002 at the Commussion’s offices in Frankfort,
Kentucky At the September 19, 2002 conference, Columbia and the Intervenors
mformed Staff that their settlement negotiations had been successful and that they
anticipated filng a formal settlement agreement and supporting testimony with the
Commussion by September 27, 2002

On October 2, 2002, Columbia and the Intervenors filed their Joint Stipulation
and Recommendation (“Joint Stipulation”), which I1s attached hereto and incorporated
herein as Appendix B Included with the Joint Stipulation was the supporting Direct
Testimony of Joseph W Kelly, Executive Vice President and Chief Operating Officer of
Columbia The following 1s a brief synopsis of the Joint Stipulation

1 Columbia will reduce its base rates by an amount that results in a
decrease to its gnnual operating revenues of $7,800,000 The reduction in Columbia's
base rates will be effective for service rendered on and after March 1, 2003

2 Columbia’s proposed tanff revisions are modified as follows (a) the
proposed margin loss recovery nider 1s withdrawn, (b) the proposed merger savings
rider 1s withdrawn, (c; the Inland rate schedules on Tanff Sheet Nos 26 through 29 will

be cancelled, (d) the proposed changes to the service line extension policy on Tanff




Sheet No 62 should be implemented, and (e) the change to the definition of the term

“gas day” on Tariff Sheet No 100 should be implemented

3 Columbia will withdraw the proposed funding mechanism for the Energy
Assistance Program (“EAP”), but will retain the proposed EAP to be funded by
customers via a surcharge with a true-up for actual cost recovery and by an annual
contribution from Columbia’s shareholders of $175,000 The EAP will initially operate
as a continuation of the current Customer Assistance Program (“CAP”) until the EAP
program details are agreed upon by the parties, or October 1, 2003, whichever occurs
first The EAP will be effective with Columbia’s second billing cycle following the
issuance of the Commission's Order approving the Joint Stipulaton  The EAP
surcharge will be calculated to generate $500,000 for the program budget plus a true-up
for the prior year

4. Columbia will fund the Gas Technology Institute (“GTI”) at $300,000
per year by means of a line item accounting, which shall include a true-up to
prevent over- or under-recovery. The GTI surcharge will be recovered from all
distribution customers except those served under the Alternative Fuel
Displacement Service or the flex rate provisions of the Delivery Service rate
schedule

5 Columbia will implement new depreciation rates using the average service
life procedure and the remaining life basis  The depreciation rates are set forth in
Attachment B of the Joint Stipulation

6 The Direct Testimony of Columbia witness Jeffery T Gore dealing with the

treatment of other post-retirement employee benefits ("OPEB") 1s accepted with the



following modifications (a) Columbia will continue to amortize its OPEB transition
obligation pursuant to the stipulation approved in Columbia’s last rate case, and (b)
Columbia will reclassify the entire OPEB gain of $1,966,111 as a regulatory asset and
amortize the gain over the remaining hife of the orniginal transition period
7 Columbia will withdraw 1its proposal to fund, and to implement at this time,
the Automated Meter Reading Program (“AMRP") Columbia will continue to consider
implementation of an AMRP as a part of its normal review of budgets and capital
expenditures

8 Columbia will not be required to make post-merger filings set forth in Case
No 2000-00129 that duplicate Columbia’s SEC filings The filings that are duplicative
are set out in Columbia’s January 30, 2001 fiing in Case No 2000-00129

MODIFICATION TO JOINT STIPULATION

On October 14, 2002, Staff issued its Post-Settlement Data Request to Columbia
and the Intervenors In their respective responses all Parties state either that they
agree to or that they do not oppose several of Staff's recommended modifications to the
Joint Stipulation The following 1s a brief synopsis of those modifications

1 The stipulated service line extension policy on Tarniff Sheet No 62 should
be modified to reflect (a) the following definition of major source of energy, “A
customer’s major source of energy 1s defined as its pnmary energy source for heating
the premises”, (b) an effective date of March 1, 2003, and (c) Columbia will file the 2002
average cost for a service line extension with the Commuission as Tariff Sheet No 62a
at least 30 days prior to the March 1, 2003 date and will update the average cost of

such extensions annually by making similar filings in subsequent years



2 The EAP program described on Tanff Sheet No 51b should be modified
to reflect (a) that it 1s effective on March 1, 2003, and (b) that revised Tanff Sheet No
51b reflecting the new surcharge rate will be filed at least 30 days prior to the effective
date

3 Columbia will begin accumulating funds for its EAP program in March
2003 for disbursements that will begin in November 2003

4 Tanff Sheet No 51b will note that the EAP surcharge will be a separate

line item on customers’ bills

ASSESSMENT OF THE JOINT STIPULATION
AND THE MODIFICATIONS

Columbia and the Intervenors agree that the Joint Stipulation is reasonable and
in the best Interest of all concerned Therefore, they urge the Commission to accept
this Joint Stipulation in its entirety While the overall reasonableness of the Joint
Stipulation 1s an important factor, the Commission is bound by law to act in the public
interest and review all elements of the Joint Stipulation In determining whether the
results of the settlement are in the public interest and beneficial to the ratepayers, the
Commussion considered the fact that the Joint Stipulation as modified 1s unanimous and
that the participation of the Intervenors ensures that a wide rahge of Iinterests were
represented The Intervenors have been involved in previous Columbia rate
proceedings and are well aware of the 1ssues involved in the current proceeding

The Joint Stipulation set forth only the amount of revenue decrease agreed to
and not the underlying calculations and adjustments In determining the overall
reasonableness of the proposed $7,800,000 decrease in Columbta’s annual operating

revenues, the Commission has evaluated Columbia’s and the Intervenors’ proposed



adjustments to capital, rate base, operating revenues, and operating expenses n light
of our normal rate-making treatment In addition, consideration has been given to the
rates of return on common equity authonzed by the Commission 1n recent rate cases
Based on a review of all these factors and the evidence of record, the Commission finds
that the earnings resulting from the Joint Stipulation should fall within a range
reasonable for both Columbia and its ratepayers The $7,800,000 revenue decrease
provided for in the Joint Stipulation will result in fair, just, and reasonable rates for
Columbia

Based upon a review of all aspects of the Joint Stipulation as modified, an
examination of the record, and being otherwise sufficiently advised, the Commission
finds that the Joint Stipulation as modified 1s in the public interest and should be
approved The Commission’s approval of this settlement is based solely on its
reasonableness in toto and does not éonstltute the approval of any rate-making
adjustment or revenue allocation

While the Commussion would prefer for Columbia's shareholders to fund 50
percent of the EAP, as they did for the CAP, we are encouraged by Columbia’s
commitment to provide a substantial level of shareholder funding to the program The
Commission hopes that other utilities under its junisdiction will take note and choose to
follow Columb]a’s example

IT IS THEREFORE ORDERED that

1 The rates and charges proposed by Columbia in its application are denied

2 The rates and charges in Appendix A are approved for service rendered

by Columbta on and after March 1, 2003




3 The tanff changes and additions included in the Joint Stipulation as

modified herein are approved effective March 1, 2003

4 Columbia shall file its revised Tanff Sheet No 62a, the average cost for a
service line extenston, its revised Tarniff Sheet No 51b reflecting the new EAP surcharge
rate, and supporting documentation, at least 30 days prior to the effective date of March
1, 2003

5 Columbia shall file a report, as a supplement to the annual report
submitted with the Commussion, outhining the previous year's projects funded by its GTi

surcharge

6 At least 30 days prior to therr effective dates, Columbia shall file its revised
tanff sheets setting out the rates and tariffs approved herein for service rendered on and

after March 1, 2003

Done at Frankfort, Kentucky, this 13™ day of December, 2002

By the Commission

ATTEST

o WS

Executive Director




APPENDIX A

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO 2002-00145 DATED December 13, 2002

The following rates and charges are prescribed for the customers in the area
served by Columbia Gas of Kentucky, Inc  All other rates and charges not specifically
mentioned herein shall remain the same as those In effect under authonty of this

Commission prior to the effective date of this Order

Base Rate Gas Cost Adjustment  Total Billing

Charge Demand Commodity Rate
SCHEDULE GSR
First 1 Mcf or less per mo $6 95 $17923 $29893 $11 7316
Over 1 Mcf per mo 18715 17923 29893 6 6531
RATE SCHEDULE GSO
Commercial or Industnal
First 1 Mcf or less per mo 18 88 17923 29893 23 6616
Next 49 Mcf per mo 18715 17923 29893 6 6531
Next 350 Mcf per mo 18153 17923 29893 6 5969
Next 600 Mcf per mo 17296 17923 29893 65112
Over 1000 Mcf per mo 15802 17923 2 9893 6 3618
Delivery Service
Administrative Charge 5590 5590
Standby Service Demand Charge “
Demand Charge Times Daily Firm Vol (Mcf)
In Customer Service Agreement 8 6481 8 6481
Delivery Rate Per Mcf ,
First 400 Mcf per mo 18153 18153
Next 600 Mcf per mo 17296 17296
All Over 1000 Mcf per mo 1 5802 1 5802
Former IN8 Rate 10575 10575

Banking and Balancing Service 0 0211 0 0211




SCHEDULE GPR

First 1 Mcf or less per mo 6 95
Over 1 Mcf per mo 18715

RATE SCHEDULE GPO

Commercial or Industnal

First 1 Mcf or less per mo 18 88

Next 49 Mcf per mo 18715
Next 350 Mcf per mo 18153
Next 600 Mcf per mo 17296
Over 1000 Mcf per mo 15802

RATE SCHEDULE IS

Customer Charge per mo 116 55
First 30,000 Mcf 5467
Over 30,000 Mcf 2905

Standby Service Demand Charge
Demand Charge Times Daily Firm Vol (Mcf)
In Customer Service Agreement

Delivery Service

Administrative Charge 5590
First 30,000 Mcf 5467
Over 30,000 Mcf 2905

Banking and Balancing Service

RATE SCHEDULE IUS

For All Volumes Delivered

Each Month 3038
Delivery Service
Administrative Charge 55 90
Delivery Rate per Mcf 3038

Banking and Balancing Service

MAINLINE DELIVERY SERVICE

Administrative Charge 5590
Delivery Rate per Mcf 0 0858
Banking and Balancing Service

NA
NA

NA
NA
NA
NA
NA

8 6481

0 0211

17923

17923
0 0211

00211

NA
NA

NA
NA
NA
NA
NA

29893
2 9893

29893

29893

NA
NA

NA
NA
NA
NA
NA

116 55
3 56360
32798

8 6481

5590
5467
2905

0 0211

5 0854

556 90
5 0854
0 0211

55 90
0 0858
0 0211



RATE SCHEDULE SVGTS

General Service Residential
First 1 Mcf or less per month
Over 1 Mcf per month

General Service Other

First 1 Mcf or less per month
Next 49 Mcf per month

Next 350 Mcf per month
Next 600 Mcf per month
Over 1000 Mcf per month

Intrastate Utihty Service

For all volumes per month

Actual Gas Cost Adjustment

For all volumes per month

Delivery Change per Mcf

$6 95 (Minimum Bill)
18715

$18 88 (Minimum Bill)
18715
18153
17296
1 5802

$0 3038

$0 2553



APPENDIX B

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE
COMMISSION IN CASE NO 2002-00145 DATED December 13, 2002

See 200200145apx_121302 pdf



Western Kentucky Gas Company

{Wmm’
MEMORANDUM VR

TO: Atmos Rate Council, Tina Thomas - GRI
FROM: Bill Senter W
DATE: June 23, 1999

SUBJECT:  GRIR&D Unlt Charge Rider

Enclosed Is a copy of the GRI R&D Unit Charge Rider filed by Western in s recent rate
case, KPSC Case No. 89-070. 1am also induding the relevant testimany filed by Gary
Smith, VP - Marketing pertaining to our GR! proposal. The tariff was based upon sample
tariif ianguage provided by GRI, which Is also endlosed.

Please advise if you have any questions, 270-685-8072.

Enclosures

Atmos Rate Coundil:

Tom Hawkins
Mark Thessin
Ben Boyd
Christine Tabor
Bill Guy

John Hack
Tom Petersen

Do
Tom Stehens 50y - 2500

Xc' JoAnn Smith



FOR ENTIRE SERVICE AREA
PS.C.NO.20
Original SHEET No. 30p

WESTERN KENTUCKY GAS COMPANY

Gas Research Institute R& D Rider

GRIR & D Unt Charge

Application:
This rider applies to the distribution charge applicable 1o all gas transported by the Company
other than Rate T-3 and T4 Carriage Service, '

GRI R&D Unit Charge:
The 1ntent of the Gas Research Institute R&D Unit Charge is to maintain the Company’s leve]

Waiver Provision: \
The GRI R&D Unit Charge may be reduced or waived for one or more classifications of service
or rate schedules at any tume by the Company by filing notice with the Commission.

Remittance of Funds:

All funds collected and this rider will be remitted to Gas Research Institute on a monthly basis
The amounts so remitted shall be reported to the Commission annually.

Reports to the Commission:

A statement setting forth the manner in which the funds remitted have been invested in research
and development will be filed with the Commussion annually.

Termination of this Rider Participation in the GR] R&D funding program is voluntary on
the pant of the Company This rider may be terminated at any time by the Company by filing a
notice of recision with the Commissyon, !

ISSUED: June 23, 1999 EFFECTIVE: July 24, 1999

ISSUED BY: William J. Senter Vice President — Rates & Regulatory A ffairs




26
27

29
30
31

Is the result the same to ratepayers?
Yes, bmundcraza‘o-baschCA,itiseesiu'forthccustomt:'toscethaxﬁ:cgas charge
Tecovers gas costs and that the distributian charge recovers margin,

Artthu‘emyothabcncﬁmtoam-baschCA?

winnolongu'Showxcan‘ecﬁonfactor(gucostamou[m). On & given month, this line
item could be cither positive or negative and is &n essentially memningless subtotal in
ﬂxcGCAcaIaﬂadonprocss~md,p!‘ovidsnobcncﬁdaIinfmmaﬁononthccostsof
gas to the customer Swondly.ﬂmGCAnlsobecommaxiu-mmlcn!atem
sq;arztedoutﬁ"omthcunbeddedcostnfgas. 'l'birdly,az!:ro-basedGCAisamaH,bm
first step toward retail ges choice. It is impartant during the transition toward
unbundling that customers understand which costswillbcsubjccttochoic:candwhich
would remain embedded in our cost of service, A zero-based GCA better mmforms
customers of the different costs of providing gas. |

Do any other gas companies regulated by this Commisgion have zero-based GCA's,
Yes, Columbia Gas for one

Do any other Atmos campanics have zero-based GCA's? '
Yes, most of the 11 other states in which Atmos operates allow zero-based GCA's

53 \
Please describe the phased-in restructuring of collecting Gas Research Institute (GRI)
Rescarch and Development (R&D) surcharge as proposed by Westemn,
Consistent with the settlement reached at the Federa] Energy Regulatory Commission |
(FERC), interstate pipelines are phasmg-out the billing of GRI R&D surcharge to local
distribution comparnies like Western, As a result of this settlement, GRI will lose all of
its funding by the year 2004 unless LDC.s,incoopa-aﬁOnwﬁhthcirstatcregtﬂaxm-y
commissions, establish alternative funding mechanisms 1o pick-up the difference

28




Q

WGMCMachuﬁcdRﬂcﬁB and Rate T4, All finds collected
nnda-thisridu'wmbcrmﬁttcdmﬁklmamomblybm. We will continue 1o eollect
thcpipeﬁn:bﬂledGRIR&Dmnbm-gcugascomdmingtheUansiﬁanmﬁm direct
funding by Western. The restructuring will be complete after 2004,

When would Western Propose to adjust its GRI R&D collechans?

Western would Propose to idjust it GRI R&D collections anually consistent with the
GRI R&D surcharge level bcmg callected through the pipelines as of December 31,
1998, 1n conjunction with the transition schedule outlined in the pipelines’ tariffy

Please describe Westem's proposed Margin Loss Recovery Rider,
The Margin Loss Recovery Rider is designed to keep Westerg largely whole when

possible negotiated price,

Please explain the risk sharing proposed by Western, ‘

Our proposal is for & 90/10 sharing of the risk of negotiated contracts, Western will
adjust the volumemic commodity rate of all saleg customers by an amount equal to 90
percent of the essociated annua) revenue reduction, while ebsorbing the remaining 10
percent of the revenue reduction as &n incentive,
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Gas Research blﬁtx;uR&DUannrgchnommnuinthocmmy-skvd
g u!x'anperMcfu 0fDWq-3l, 1998, TheUnitChnrgowﬂJ be billed ording to
] mmﬁhwamfn&pwm'mm e,
GRIRAD Uiy Cherge T 12211999 $0.0004
" 01MI1/2000 $0.0007
OII‘OIQ(X)I $0.00) 6
01/01/2w2 $0.002)
01/01/2003 30.0028
01/01/2004 $0.003s
Note 1
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trangition schedules end applicable angya) Volumes, -
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Gary Smith’s Pre-filed Testimony in KY on GRI Tariff -
KPSC Case No. 99-070
June 1999

Please describe the phased-in restructuring of collecting Gas Research Institute (GRI) Research

and Development (R&D) surcharge as proposed by Western

A

o

Consistent with the settlement reached at the Federal Energy Regulatory Commuission
(FERC), 1nterstate pipelines are phasing-out the billing of GRI R&D surcharge to local
distnbution companies hke Western As a result of this settlement, GRI will lose all of
its funding by the year 2004 unless LDCs, in cooperation with their state regulatory
commissions, establish alternative funding mechanisms to pick-up the difference
Western’s proposal 1s to fully fund GRI'in 1ts rates consistent with 1ts December 31, 1998
level of GRI R&D surcharge recovery

How will Western phase 1n 1ts restructured collection of GRI costs?

Today, the GRI R&D surcharge 1s recovered through the GCA because 1t 1s billed a
component of gas cost from the pipeline Since pipelines will no lonéer include the GRI
R&D surcharge per the FERC settlement, we will no longer bill these to the customer as
gas costs  After discussions with representatives of GRI and the Commussion, we have
decided to go ahead 1n this case and directly fund the GRI R&D surcharge as a
component of our distnibution charge applicable to all gas sold and transported, other than
Camnage Services Rate T-3 and Rate T-4 All funds collected under this nder will be
remitted to GRI on a monthly basis  We will continue to collect the pipeline billed GRI
R&D surcharge as gas costs duning the transition to full direct funding by Western The

restructuring will be complete after 2004

When would Western propose to adjust 1ts GRI R&D collections? ~
Western would propose to adjust 1t GRI R&D collections annually consistent with the
GRI R&D surcharge level being collected through the pipelines as of December 31,

1998, 1n conjunction with the transition schedule outlined 1n the pipelines’ tanffs




- “ m AN KeySpan Energy Delivery New England

52 Second Avenue
Waltham Massachusetts 02451

1 MetroTech Center

Brooklyn NY 11201

Tel 718-403-2636

, Fax 718-403-5098
E-Mart jbodanza@keyspanenergy com

Joseph F Bodanza
Senior Vice President
Regulalory Affairs and Chref Financial Officer

April 16, 2003

R e
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Hand Delivery /\?S‘ J @@%v@ f((%

R
Mary L Cottrell, Secretary \O-Q

Department of Telecommunications and Energy /8 '
One South Station, 2nd Floor \\

Boston, MA 02110

A

~

Re Boston Gas Company d/b/a KeySpan Energy Delivery New England, D T E 03-40

Dear Ms Cottrell

Enclosed are an original and nine (9) copies of the Performance-Based Rate Plan of
Boston Gas Company d/b/a KeySpan Energy Delivery New England (the “Company”) A check
1n the amount of $355 for filing fees 1s also enclosed The Company’s filing consists of the
following

1 Transmuttal Letter — Director of Rates,
2 Explanatory Letter — Director of Rates,
3 Notice of P\ubhc Hearing,

4 Petition for Approval,

5  MDTE Nos 1209 through 1225, for effect May 1, 2003 under Transmuttal Letter
from A Leo Silvestrini, Director of Rates and Regulatory Affairs,

6  Testimony and Exhibits of Joseph F Bodanza (Volume D, <
7 Testimony and Exhibits of Patrick J McClellan (Volume I),
8 Testimony and Exhibuts of Justin C Orlando (Volume II),

9 Testimony and Exhibits of Dr Lawrence R Kaufmann (Volume 1),




Mary L Cottrell, Secretary
April 16, 2003
Page 2

10 Tesumony and Exhibits of Paul R Moul (Volume 10),

IT Testimony and Exhibits of Ann E Leary (Volume I1I),

12 Testimony and Exhibits of A Leo Silvestrin (Volume IV), and

13 Testlany and Exhibits of Ronald B Edelstein (Volume V)  ceg—s

The Company looks forward to working with the Department and other interested
persons during the course of this proceeding Al correspondence relating to the filing should be
addressed to

Richard A Viscont

General Counsel

KeySpan Energy Delivery New England
52 Second Avenue

Waltham, MA 02451

and

Robert J Keegan, Esq

Keegan, Werlin & Pabian, LLP ) ,
21 Custom House Street

Boston, MA 02110

Please acknowledge receipt of this filing on the enclosed copy of this letter and on the
copies of the two Letters of Advice and return them to Richard A Visconti in the self-addressed
envelope provided

Very truly yours,

- 7 ~
74 Sty
oseph F Bodanz

cc  Paul G Afonso, General Counsel
Kevin Brannelly, Director, Rates and Revenue Requirements Division (2 copies)
George Yiankos, Director, Gas Division
Joseph W Rogers, Assistant Attorney General
Robert F Sydney, General Counsel, Division of Energy Resources

Enclosures
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Gas Industry Research and Development

Please address the Company’s proposal for recovering research and
development costs in rates.

In 1977, the Gas Research Institute (“GRI”), now known as the Gas Technology
Institute (“GTI”), was formed by the interstate gas pipeline and LDC industries in
agreement with the Federal Energy Regulatory Commuission (“FERC”) 1n order to
perform research and development (“R&D”) for the gas industry To that end,
R&D costs were mcluded in a FERC-approved interstate pipeline charge to
LDCs, which typically passed the charge on to end-use customers In 1998,
FERC, the interstate pipelines and the LDC mndustry reached agreement to phase
out the GTI surcharge of 1 74 cents then being collected 1n pipeline rates by 2003
In over a dozen states, state regulatory commussions have approved mech;msms
to collect an R&D charge through rates to replace the GTI surcharge and maintain

funding for these activittes In other states, similar programs are under

consideration

In this proceeding, Mr Edelstein’s testimony addresses the type of R&D
mitiatives undertaken by GTI for the benefit of gas consumers Based on the
historical success of these R&D programs and the resulting benefits to gas
customers, Boston Gas 1s proposing that the Department create an. R&D charge
that would restore the level of R&D funding previously supported by Boston Gas
customers through pipeline-gas purchases i the past  Because customers

previously funded the R&D based on a surcharge per Mcf of pipeline gas, the
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R Page 54 of 55

Company proposes to maintain that structure and collect 1 74 cents per Mcf only
on pipeline gas and not on hiquefied natural gas (“LNG” sales). As a result, the
actual charge would be based on the ratio of pipeline gas to total gas purchased by
the Company and would actually be less than that 1 74 per Mcf of consumed gas

The Company proposes to recover this charg{e in the Local Distribution

Adjustment Charge (“LDAC”)

The LDAC charge would begin January 2004, when the current GTI surcharge 1s

scheduled to expire Based on test year weather-normalized load, annual R&D

revenues would be approximately $1 4 mullion

How will the Company supervise the use of the R&D funds?

KeySpan has an internal R&D umit that supervises the expenditures of R&D
program funds using the funding generated by\ the New York LDCs KeySpan
uses the funds to support various R&D efforts, including the GTI program,
Pipeline Research International, the U S Department of Energy, and Battelle
Laboratories KeySpan would use the same approach m applying the funding
provided by Boston Gas customers, which 1s to use the funds n a way that

maximizes value for Boston Gas Customers on a cost-effective basis

What types of R&D programs does the Company intend on sponsoring?

The programs will all be of benefit to the Company’s sales and distrnibution
customers These consumer-interest R&D projects would address

* Enhanced distnbution system integnity, reliability, and deliverability
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¢ Enhanced distribution system secunity

e Lower distnbution system O&M costs

* Enhanced health and safety (distribution system, gas consumer, and general
public)

* Enhanced distribution system environmental quahity

¢ Increased-efficiency, lower-emissions end-use equipment

Is the Company proposing specific programs at this time?

No At this time, the Company 1s requesting that the Department approve the
restoration of the level of funding that was 1n place in 1998 of 1 74 cents per Mcf
and approve using the LDAC for that purpose The Company would then file a
program proposal with the Department by December 1 of this year, and by
October 1 of each subsequent year The R&D ;)rograrn proposal would outline
the Company’s annual plan for funding of R&D mitiatives within a program
budget that 1s based on anticipated collections The LDAC charge would begin
on January 1, 2004, when the current GTI surcharge 1s scheduled to expire

Does this complete your testimony?

Yes It does
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DIRECT TESTIMONY OF RONALD B. EDELSTEIN
GAS TECHNOLOGY INSTITUTE
EXHIBIT KEDNE/RBE-1'

D.T.E. 0340

Please state your name and business address.

My name is Ronald Edelstein. My business address 1s 1700 South Mount Prospect
Road, Des Plaines, IL\60018.

By whom and in wha{t capacity are you employed?

| am employed by the Gas Technology Institute (“GTI") as Director, State Regulatory
Programs

Please describe your educational background and professional experience.

I graduated from the University of Florida with a BS in Aerospace Engineering
(1969), Rensselaer Polytechnic Institute (“RPI”) with an MS in Engineering Science-
Solid Mechanics (1972), and another MS from RPI In Engineering Science:
Environmental Science & Technology (1977). | began my employment with ‘Pratt &
Whitney, working as a structural engineer on gas turbines for 8 years. | was then
employed by Planning Research Company as an engineering consultant to the U.S
Department of Energy doing research and development (“R&D”) on solar thermal
technologies for three years, then the Solar Energy Research Institute as an R&D
planner for three years, then the Gas Research Institute (“GRI"), now GTI, for 20
years, as an R&D planner, strategic planner, Director of Planning, Director of Sales,

and currently Director of Regulatory Programs.
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Page 2 of 10
Have you ever testified before any state regulatory commission?

No, but | have submutted written testmony before the Kansas Corporation

- Commussion in the matter of the 2003 base rate case filng of Kansas Gas Service.

Oral testimony in Kansas is expected later this year.

What is the purpose of your testimony?

The purpose of my testimony is to summarize the results of gas R&D over the last
two decades, to describe the cost savings, increased safety, and other benefits that
Massachusetts consumers novs; receive from this R&D, .to describe unmet gas
consumer R&D needs, and to request that the Massachusetts Department of
Telecommunications and Energy (‘DTE") authorize Boston Gas Company d/b/a
KeySpan Energy Delivery New England (“Boston Gas” or the “Company”) to collect a
surcharge from its customers to fund gas-consumer-benefits R&D.

What is “gas-consumer-benefits research and development”?

This 1s specific R & D in which the applicable technologies result in benefits to gas
consumers.

What is the GTI?

Natural gas local distribution companies ("LDCs") and pipeline companies, in
agreement with the Federal Energy Regulatory Commission ("FERC"), formed the
GRI in 1977 n the midst of natural gas curtailments and a predicted gas supply
shortage. That organization has performed R&D management for over 25 years on
behalf of gas consumers and the gas industry that has resulted in over 400 products,
processes, and techniques reaching the marketplace. In 1999, GRI merged with the

Institute of Gas Technology, the nation’s foremost gas R&D laboratory, to form GTl
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Is GTI the only organization that manages and performs R&D for gas
consumers and the gas industry?

No GTI, Northeast Gas Association “formerly NGA/NYSEARCH,” the Pipeline
Research Committee International, the U S Department of Energy (‘DOE”), Battelle
Laboratories, Southwest Research Institute, Sandia National Laboratories,
universities, manufacturers, R&D firms, and individual LDCs have managed and
performed R&D on the behalf of gas consumers and the gas industry over the last
two decades

What have been the benefits of these efforts to Boston Gas customers?
Substantial benefits have accrued to Bo-ston Gas consumers in the form of lower-
cost and more abundant natural gas supply, increased sa,fety and reduced
dlstnt.)uhon and transmission system costs, reduced demand and lower energy costs
from increased-efficiency and lower-emissions end-use equipment

Can you describe in more detail the benefits consumers realized as a result of
natural gas supply R&D?

Yes The most important result from natural gas s'upply R&D is the bringing on line
of “unconventional gas” from coalbed methane, tight gas sands, and other low-
permeability resources. Production of coalbed methane, called “moonbeam gas” by
its detractors in the early 1980’s, jumped from 100 billion cubic feet (“bef”) lyear in
the 1980s to over 1,000 bcf /year in the 1990s. During the same period, production
of tight sands gas went from only 300 bcf /year to over 2,000 bcf lyear. R&D
performed by GTI, the U.S. DOE, producers, and others reduced the technical risks
inherent in finding and recovering these unconventional gas resources and bringing
them into mainstream production This helped to produce the “gas bubble” of the
1980s, which resulted in majé)r increases in natural gas productlon7 helping to bring

down the price of natural gas to customers of Boston Gas and across the country.



-

10

11

12

13

14
15

16

17

18

19

20
21

22

23

24

25

26

WITNESS EDELSTEIN
D.T E. 0340
EXHIBIT KEDNE/RBE-1

Page 4 of 10

What have been the results of R&D efforts to increase the safety and reduce
the cost of gas transmission and distribution systems?

R&D efforts have resulted in new classes of equipment, procedures, and matenals
becoming available for gas distribution systems, bringing down the cost of installation
and helping to reduce operations and maintenance costs

Can you give a specific example of the new classes of equipment?

Yes. Most gas mains and services Installed in the 1970s used trenching tools, which
tore up the surface and subsurface, increasing restoration costs and rsked
penetrating near-surface uglity lines. Six years of R&D yielded the first set of guided
horizontal boring tools which are now in general use throughout the gas industry,
providing substantial O&M cost savings. This “trenchless” technology saves
substantial dollars and has a lot less impact on the surface than the older
technologies.

Can you give a specific example of the new procedures that have been put in
place? ’

Yes. Plastic pipe squeeze-off guidelines, procedures for minimizing static electric
discharge on plastic pipe, sr;oring guidelines, and electrofusion jomning guidelines
have all provided critical information to LDCs that have enabled them to maintain and
Increase their already high safety record.

Have there —been other R&D-based advances that have improved operational
safety?

Yes. The newly developed optical methane detector, for example, works by shining
a light beam across the front of a \;ehicle enabling the operator to quickly and reliably
scan streets for methane leakage. Many LDCs conduct required leak inspections by
a walking survey; the OMD will aliow LDCs to convert to dniving surveys with a

significant reduction in response time and reduction in labor cost.
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Can you describe the new materials that have been made available as a result
of R&D?

Yes Major advances in the understanding of polyethylene pipe, or PE, have
resulted in supenor medium and high-density PE materials, with substantial cost
savings over steel mains that were used in the 1970s and 1980s. PE now accounts
for over 90% of the , new mains going into service For in-home use, R&D has
resulted in the development of corrugated stainless steel tubing, or “CSST", that can
be “snaked” though the walls, reduces costs directly for the home owner and
apartment renter in installing interior gas piping. |

What has been the primary emphasis of end-use R&D?

The development of Increased-efficiency, lower-emissions end-use equipment has
been the main target of end-use R&D for residential, commercial, and industnal
custorpers.

What results has gas-consumer-interest R&D had with its research into
residential space heating?

Prior to the early 1980s, a typical home furnace efficiency was in the range of 60% to
70% With the introduction of the 96%+ efficiency fully condensing pulse combustion
furnace, we raised the bar and encouraged manufacturers to develop options for the
fully condensing furnace Today, condensing furnaces with over 90% efficiency
account for about 25% of residential furnace sales; the pulse combustion furnace
and its derivatives are still among the most efficient furnaces on the market.

What about commercial applications of GTI's R&D?

R&D efforts have produced a new generation of engine-driven, absorption, and
desiccant-based cooling systems. . First-generation single-effect absorption cooling
systems had coefficients of performance‘(“COPs") of 0.6; the efficiencies of these

new systems (developed as a result of GTI and other R&D) are verified for COPs
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ranging from 0 8 to 1.2, producing gas savings as well as lowering peak electric
loads. ,

What about industrial applications of gas-consumer-interest R&D?

Advancements in industrial combustion equipment helped increase the efficiency
and lower the emissions from process heating and boiler steam production markets.
For instance, in 2001, advanced oscillating combustlon.on a forging furnace resulted
in a 49% decrease in NOx emissions and a 3% decrease in fuel usage, while
keeping the average CO emissions below 100 ppm, this technology has applications

to a wide range of high-temperature industrial furnaces.

Would the private sector have invested in this R&D without the existence of °
gas-consumer-interest R&D funding?

That 1s not likely, because current laws and regulations in general require far lower
efficiencies and allow higher NOx emissions. Manufacturers generally have no
Incentive — cost or otherwise - to produce such efficient or environmentally friendly
equipment. What gas-consumer-interest R&D accomplishes is to lower the technical
risk to the point at which manufacturers can then pick up the technology and carry it
to the marketplace

How does R&D contribute to consumer safety?

Typically, as new equipment is developed, systemic gaps betwelen sectors can
cause problems in the areas of safety and reliability. For example, gas furnace
corrosion ts dependent on vent system design and installation but, typically, the
meter and upstream service is handled by the LDC, the furnace by the ?nanufaciurer,
and the vent system by the installers. As manufacturers t;egan to offer partially

condensing furnace designs with 80% to 90% efficiencies, the heat exchanger and

vent system began to experience corrosion problems which did not exist in the lower-
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efficiency furnaces sold before 1981. R&D enabled the design of improved heat

exchangers and developed vent installation instructions that minimized the amount of

condensation and hence corrosion. Today, these furnace installation instructions’are

included in every residential furnace sold in the U.S , and its vent design procedures

have been incorporated into the National Fuel Gas Code.

Do you have other examples of safety-related R&D?

Yes Other safety-related research resulted in the elimination of “false positives” -

from CO monitors and developed scientific data for acceptable NOx levels for indoor

air quality. In 1998, a consumer safety R&D project introduced a test methodology to

evaluate new water heater designs that could reduce or prevent flammable vapor

incidents when flammable liquids are improperly stored adjacent to the heater

What R&D issues and potential benefits remain for gas consumers and the gas
industry?

| believe there are substantial remaining issues for gas supply, delivery, and use that

have environmental benefits, safety benefits, and cost savings to customers There

are many vital reasons for continuing consumer-interest R&D funding. Some

examples of needed R&D that would benefit Boston Gas customers include:

Substantial research s needed to enhance the confidence in current
nondestructive evaluation (*NDE") techniques used to inspect natural gas
pipelines and higher-pressure distribution lines. A substantial portion of the
national pipeline system is not “piggable”; that is, valves, bends, turns, reduced-
diameter pipe sections, or other obstructions prohibit internal inspection by
moving a mechanical device, or “pig”, through the pipe Further, current NDE
tools and technologies can detegt pipe wall thinning and circumferential flaws but

other types of flaws, such as stress corrosion cracking and axial flaws, are very
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difficult to detect. Only additional R&D can ameliorate these and other issues
such as pipeline coatings lifetime determination and microbiologically influenced
corrosion.
Despite 20 years of research, we are still unable to reliably locate buried plastic
pipe under all types of soil and moisture conditions Tracer wire laid above the
pipe is helpful but, since it can corrode or break, locating plastic pipe by tracer
wire is not always rehable. J

The guided horizontal boring tools described earhier are guidable from point to

pomnt as well as steerable, however, they still cannot “see” in front of themselves

underground. The abllity to locate sewer pipes, utilites and other obstacles Is

still an important and unresolved safety issue.

Infrastructure Security is at the forefront of national attention following the events

of 9/11. R&D in this area Is still uncharted; yet the “cyber” and physical secunty
of our natural gas infrastructure is critical to gas consumers and the national
Interest !
Environmental issues surrounding old manufactured gas plant sites will cost
millions of dollars to clean up. Environmental research, beginning with the
determination of environmentally acceptable endpoints (“how clean is clean?"), Is
still required to minimize environmental comphance costs.

End-use programs that are under development but which will not be able to
proceed without continued funding include a low-cost, fully condensing
residential water heater which is over 92% efficient, a residential heating-only
absorption-based gas heat pump with a heating COP of 1.4, and an industrial

super-boiler with efficiencies over 96% currently being funded by DOE as a

laboratory sub-scale pilot project.
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» A low-cost residential/commercial fuel cell is still not on the horizon The private
sector and DOE are developing a host of technologies for distributed generation,
including larger fuel cells, reciprocating engines, and microturbines. However,
their successful integration into the gas distribution system and electric grid 1s still
not assured, emissions and costs (compared to central station géneratlon and
electric T&D system upgrades) need to be analyzed, and their impact on the
reliability of the gas and electric infrastructure has not yet been documented.

How is GTI currently funded?

Since it was established in 1977, GTI has been funded through a FERC-authorized

surcharge on gas transported over the interstate pipelines. Boston Gas customers

have supported GTl! R&D through upstream supplier prices, which were |rI1 turn
charged under Boston Gas's retail cost of gas The surch'arge was 1.74 cents per

Mcf surcharge until 1998. The surcharge has been transitioned down to 0 56 cents

per Mcf in 2003 The FERC has decided to discontinue that charge at the end of

2003 and transfer the funding authority to the state jurisdiction

Why was the FERC surcharge phased out?

This phase out was the result of gas industry restructuring. Increased pipeline-to-

pipeline competition and discounting of large customers led to gas pipeline concerns

that carrying the R&D surcharge could put the pipeline at a competitive disadvantage

relative to those pipelines that did not carry the surcharge. This led to the 1998

FERC Settlement Conference, that, while endorsing the benefits of consumer-

interest R&D, phased out the FERC-approved funding mechani§m. However, the

FERC gave GTI and the gas industry seven years to phase in a state-by-state

surcharge and encourage state commissions to proceed on that basis
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Would you summarize your testimony?
Consumer-interest R&D benefits all customers. Over the past twenty-five years, gas
consumers have realized billions of dollars of benefits from gas consumer interest
R&D. Our overall consumer benefit-to-cost ratio is 9/1, including all R&D costs and
benefits from commercialized products and services. Based on our over twenty-year
track record of ma;ntaining benefit-cost ratios of over 9/1, | believe that in the future

Boston Gas can sustain this benefit-cost ratio for Boston Gas's customers.

These R&D programs are very important for Boston Gas'’s customers, and | support

the Company’s proposal even if the Company should choose not to use the services

of GTI

Continuation of the gas-consumer-interest R&D program is absolutely critical for the
continued distribution and use of natural gas as a current and future environmentally
benign, domestically produced energy source for Massachusetts and for the United
States.

Does this conclude your testimony?

Yes.
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abilites. The Company continues to assess the need for lmplemen{aﬁon of a
step adjustment mechanism to recover these types of non-revenue producing
expenses.

Please describe Northern’s proposed treatment of costs associated with
gas industry research and development activities.

As the Commission is aware, historically, the gas industry has worked to jointly
fund industry-specific research and development ("R&D")jmtla—tives through such
organizations as the Gas Research Institute (“GRI"). Over the years, these R&D
efforts have led to the introductién of new materials, equipment and techniques
to the industry that may otherwise not have occurred, and have benefited
Northern and its customers. In the past, Northern's contribution to these
initiatives was mandated by the Federal Energy Regulatory Commission
(“FERC") through GRI surcharges paid to interstate pipelines and subsequently
recovered by Northern through its Cost of Gas Adjustment. In 1999, the FERC
modn“;ed its GRI cost recovery policy such that by 2003, GRI's sole source of
fundmg will be through voluntary contnbutions. In the future, it is unclear exactly
which entitites will provide this type of R&D, but GRI has proposed a program
allowing LDCs and therr customers to continue to receive the types of beneﬁté

that have been tustorically received through cooperative R&D efforts
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ciﬂcélly GRI is offering each investor the opportunity to direct their research

to R&D programs that will address their particular business challenges

) ars in
roach, known as the Non-FERC R&D Mutual

et through a mutual fund app

d, or through the GRI Select programs

B‘e’éause Northern believes in the benefits associated with cooperative R&D, and

i's costs will not be recovered in the same manner in the future, Northern has

ptoposed an adjustment to test year data to recover R&D expense through its

ivery Service rates. This proforma adjustment for R&D expense of $100,000

écts a representative level of R&D expense, based on historical activities.

ustment on the approximate level of GRI

—~

aid GRI surcharges before the

Spécifically, Northern based this adj

riding paid in 1998, the last full year Northern p

hange in FERC policy This adjustment is shown as adjustment 8 on Schedule

2-2-1, page 20f 3

|ease identify the other witnesses who are presenting prefiled direct

estimony in this docket.

The following witnesses are sponsorng testimony in this proceeding.
« Exhibit NU-2 1s the Prefiled Direct Testimony John Skirtich, a

regulatory specialist with Acloché LLC Mr Skirtich addresses the

Company's proposed revenue requirements, including rate base

T e
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Northern Utiiities, Inc.
New Hampshire Division
. Summary of Adjustments
Refiected in Column 2 of Schedule 2 - Operating Income Statement

Adjustment

Zord amortization of rate case expense

S iHule NU-2-2-2, Page 3 of 9) A&G Expense .

+d.research and development costs related to GRI activity
hibit NU-1, testimony of Mr Bryant)

ity

st i

terest expense on customer deposits

€tord O&M expenses related to maintenance of
C:E;%ﬂgzs_that have been remediated
Distnbution Expense

Q
{Schedile NU-2-2-6)
S

Northern Utilities, Inc.
DG01-182

Schedule NU-2-2-1
Page 2 of 3

Amount

1

250,000

100,000

(9,900)

30,554

(1,404,000)

241,489

39,658

(127,049)

169,111

. 748,710

{6,479,216)

1,076,654

e
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NORTHERN UTILITIES, INC,

Filed: 09/19/01 Notice of Intent to File Rate Schedules

08/1s/01

05/24/01

11/15/01

11/15/01

11/15/01

12/07/01

To Meribeth Ladd, Esq. from Thomas B. Getz dated
September 19, 2001 please use Docket Number DG 01-182.
If your computer capabilities allow, please include
along with all formal filings in this docket a floppy
disk containing the filed information in format
compatible with the NHPUC computer system. We utilize
WordPerfect Version 6.1 but can accept other versions
of WordPerfect and, K ASCII You may direct any questions
in this regard to our MIS Department. Also any
information for which you wish to request confidential
treatment, whether as hard copy or on floppy disk, must
be filed separately from nonconfidential information.
Enclosing a copy of the service list to be utilized
for filings in this docket. Please contact the Office
of the Commission if you require a copy of our
procedural rules (Chapter 200) or, if your computer
capabilities allow, you may download 1t from our
electronic bulletin board at 271-2289 or from our
Internet Home Page at
http\\www state.nh.us\puc\puc.html.

To Thomas B Getz from Michael W Holmes, Esq dated September 24, 2001
OCA hereby notifies the Commission 1t will be participating 1n this case on behalf
of residential ratepayers.

To Deborah Howland from Maribeth Ladd, Stanley J Sagun dated November 15,
2001 enclosing Northern Utihittes, Inc Volume 1 through 5.

To Deborah Howland from Manbeth Ladd, Stanley J. Sagun dated November 15,
2001 enclosing Northern Utihties, Inc. Temporary Rates

To Deborah Howland from Manbeth Ladd, Stanley J Sagun dated November 15,
2001 enclosing Northern Utihities, Inc =s Draft Order of Notice and Draft
Proposed Customer Notice

Order No. 23,863 1ssued ORDERED, that Northern Utilitdies,
Inc.=3 NHPUC No. 10 - Gas Supplemental No. 1 Pages 1
through 23 and NHPUC No. 10 - GAS First Revised Pages
20, 38, 39, 40, 43, 44, 53, 54, 55, 55-a, 55-b, 56, 57,
59, 61, 63, 70, 72, 74, 7s6, 78, 80, 82, 84, 86, 88, 90,
92, 94, 95, 96, 97, 98, 99, 99-a, Superseding Original
Pages 20, 38, 39, 40, 43, 44, 53, 54, 55, 55-a, 55-b,
56, 57, 59, 61, 63, 70, 72, 74, 76, 78, 80, 82, 84, 86,

1



88, 90, 92, 94, 95, 96, 97, 98, 99, 99-a, respectively,
be and hereby are SUSPENDED pursuant to RSA 378:6,
I(a); and it is FURTHER ORDERED, that a Prehearing
Conference, pursuant to N.H. Admin. Rules Puc 203.05,
be held before the Commission located at 8 0l1d Suncook
Road, Concord, New Hampshire on January 8, 2002, at
10:00 a.m. at which each party and Commisgsion Staff
(staff) will provide a preliminary summary of its
positions with regard to the Petition; and it is
FURTHER ORDERED, that, immediately following the
Prehearing Conference, Northern, Commission Staff and
Intervenors hold a First Technical Session to review
the noticed issues; and it is FURTHER ORDERED, that
pursuant to N.H. Admin. Rules Puc 203.01, Northern
notify all persons desiring to be heard at this hearing
by publishing a copy of this Order of Notice no later
than December 11, 2001 in the Foster=s Daily Democrat,
Portsmouth Herald and Eagle-Tribune, publication to be
documented by affidavit filed with the Commission on or
before January 8, 2002; and it is FURTHER ORDERED,
that pursuant to N.H. Admin. Rules Puc 203.02, any
party seeking to intervene in the proceeding shall
submit to the Commission an original and eight copies
of a Petition to Intervene with copies sent to Northern
and the Office of the Consumer Advocate on or before
January 3, 2002, such Petition stating the facts
demonstrating how its rights, duties, privileges,
immunities or other substantial interests may be
affected by the proceeding, as required by N.H. Admin.
Rule Puc 203.02 (a)(2); and it is FURTHER ORDERED, that
any party objecting to a Petition to Intervene make
said Objection on or before January 8, 2002; and it
isFURTHER ORDERED, that Staff and Intervenors may file
testimony on Northern=s temporary rate request no later
than January 29, 2002; and it is FURTHER ORDERED, that
a hearing on the request for temporary rates will be
held on February 7, 2002 at 10:00 a.m. at the
Commigssion; and it is FURTHER ORDERED, that in addition
to the legal notice required above for the Prehearing
Conference, Northern shall publish by January 22, 2002,
a display advertisement pertaining to the Temporary
Rate Hearing, details of which shall be determined in
consultation between Northern and the Commission's
Executive Director; and it is FURTHER ORDERED,- that the
Executive Director shall arrange an evening public

2



12/12/01

12/13/01

12/17/01

12/31/01

01/03/02

01/07/01

01/15/02

hearing in Northern-s service terri tory and publish the
date, time and location of the hearing in the display
advertisement. '

To Debra Howland from Alicia D=0Oyely dated December 11, 2001 enclosing
Interested parties to the service hst 1s Stanley J Sagun of NiSource Corporate
Services, Inc. and Thomas Birmingham of Bay State Gas Company

Email to PUC from Don Cloutier How do you Justify a price mcrease to the
consurner when gas futures have dropped from $9.00 MMBTU January 2001 to
$3.00 MMBTU December 2001.

To PUC from Joseph F. O=Shaughnessy, C Alexander Cohen objecting to the
rate mcrease of Nisource and Northern Utihities Company, request fora 3 8
million annual rate ncrease

Objection to the proposed rate increase by Northemn Utihties, Inc. from Joan S. C.
Fisher ~

To Debra A. Howland from Susan B Kullberg dated January 2, 2002 dated
January 2, 2002 enclosing affidavit of publication mn the Lawrence Eagle Tnbune
on December 11, 2001, Foster=s Daily Democrat on December 11, 2001 and
the Portsmouth Herald on December 10, 2001.

To Debra Howland from Carol A MacLennan, Esq dated January 3, 2002
enclosing Petrtion for Limited Intervention by the Maine Public Utilities
Commussion.

To Debra Howland from Marcia Thunberg, Esq dated January 15, 2002 a
prehearing conference was held on January 8, 2002 and thereafter, Staff, the OCA,
and the company discussed a procedural schedule for the remainder of the case
The agreed upon dates appear below Staff, on behalf of the parties and Staff,
submt this proposed schedule for Commussion approval The Portsmouth City
Council chambers at the Portsmouth city hall has been reserved as the location for
the evening public hearing, 7 PM on January 29, 2002 Northern has coordmated
with Staff on the writing of the display ad for the evenng public heaning and Staff
1s aware Northemn expects to publish the ad at least a week before the public
hearing

1/8/02 Data Requests due from Staff/Intervenors, Set No 1, to Northem
1/15/02 . Data Responses due from Northern, DR 1-1 and DR 1-2

1/22/02 Data Responses due from Northern, Set No. |

1/23/02 Techmcal session on temporary rates, conference call at 9.30 AM
1/29/02 Evening public hearing on permanent rates
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1/29/02 Staff and intervenor testimony due on temporary rates

2/1/02 Data Responses due from Northemn, DR 1-3

2/7/02 Hearng on temporary rates

2/7 and 2/8/02 Technical session on permanent rates

2/15/02 % Data Requests, Set No 2, to Northern

3/1/02 Data Responses due from Northem

3/15/02 Data Requests, Set No. 3, due from State and Intervenor to
Northern

4/5/02 Data Responses due from Northern

5/15/02 Staff and Intervenor testtmony due on permanent rates

5/21/02 Settlement Discussion at PUC

5/24/02 Data Requests from Northem to Staff and Intervenors

6/6/02 Data Responses due from Staff and Intervenors

6/11/02 Settlement Discussions at PUC

6/13/02 Rebuttal tesimony due from Northern

6/25, 6/26, 6/27 Hearng on permanent rate request

01/23/02 Transcript of hearing held on January 8, 2002

01/23/02 To Debra Howland from Maribeth Ladd dated January 22, 2002 on behalf of
Northern Utihities, Inc 1s not able to comply with the Commussion=s December 7,
2001 Order directing northern to publish such notice by January 22, 2002.
Northern requests that 1t instead be permitted to comply with a publication
deadline of January 24, 2002.

01/25/02 To Manbeth Ladd, Esq from Debra Howland dated January 25, 2002 the
Commussion has determimed that the requested extenston of time will not
prejudice the opportunity of interested parties to attend the hearings The request
to publish by January 24, 2002 1s granted. )

01/25/02 Order No 23,904 1ssued ORDERED, that the procedural schedule
set forth below 1s approved and shall ~govern the
remainder of thas proceedang. ‘

Data Requests from Staff/Intervenors, January 8, 2002
Set No. 1, to Northern
Data Responses from Northern, January 15, 2002
DR 1-1 and DR 1-2
Data Responses from Northemn, January 22, 2002
Set No. 1
Technical session on temporary rates ' January 23, 2002
conference call at 9:30 aM !

Evening public hearing on January 29, 2002

permanent rates
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Staff and intervenor testimony January 29, 2002
on temporary rates
Data Responses due from Northern, February 1, 2002
DR 1-3
Hearing on temporary rates , February 7, 2002
Technical session on permanent rates February 7, 2002
and
February 8, 2002
Data Requests, Set No. 2, to Northern February 15, 2002
Data Responses due from Northern. March 1, 2002
Data Requests, Set No. 3 to Northern March 15, 2002
Data Responses from Northern April 5, 2002
Staff and Intervenor testimony May 15, 2002
on permanent rates
Settlement Conference May 21, 2002
Data Requests from Northern to May 24, 2002
Staff and Intervenors
Data Responses from June 6, 2002
Staff and Intervenors
Settlement Conference June 11, 2002
Rebuttal testimony from Northern June 13, 2002
Hearing on permanent rate request June 25, 26
and 27, 2002
01/31/02 To Debra Howland from Maribeth Ladd, Esq. dated January
. 30, 2002 enclosing Settlement Agreement Regarding
Temporary Rates.

02/01/02 To Debra Howland from Maribeth Ladd, Esq. dated January
31, 2002 enclosing the executed signature page of the
Settlement Agreement regarding Northern=s proposed
implementation of temporary rates submitted on January
30, 2002

02/06/02 To Debra Howland from Susan B Kullberg dated February 6, 2002 submitting
affidavits of publication in the Foster=s Daily Democrat, The Lawrence Eagle
Tribune and Portsmouth Herald on January 24, 2002.

02/13/02 Transcript of the public informational heanng held on January 29, 2002 held at
Concord NH at the NHPUC

02/13/02 Order No 23,920 issued ORDERED, that the settlement agreement

proposed by Northern, the OCA, and Commission Staff is
APPROVED; and it is FURTHER ORDERED, that the temporary
rates for the various customer classes be implemented
on a service rendered basis effective February 7, 2002;

5 .



DG 01-182

and it is FURTHER ORDERED, that Northern shall submit
tariff pages in compliance within 15 days of the date
of this order.

The agreed-upon level of temporary rates of $2.3
million will impact customer classes as follows:

Rate or Class of Service Percentage Increase
Residential Heating 4.9%
Residential Heating - Low-Income 4.9%
Residential Non-Heating 5.1%
Residential Non-Heating Low-Income 5.1%
G/T-40 High Winter Low Annual 4.9%
G/T-50 Low Winter Low Annual 5.0%
G/T-41 High Winter Medium Annual 4.8%
G/T-51 Low Winter Medium Annual 4.9%
G/T-42 High Winter High Annual 5.0%
G/T-52 Low Winter High Annual 5.2%
Total Average Increase 4.9%

02/22/02

02/25/02

02/26/02

03/13/02

~

03/19/02

Transcript of heaning held on February 7, 2002

To Debra Howland from Joseph A. Ferro dated February 22, 2002 enclosing
annotated tanff pages to NHPUC Tanff No. 10

Kindly remove the NH Office of the Attorney General from your Service List
since 1t has no involvement 1n this particular matter

To Debra A. Howland from Marcia Thunberg, Esq. dated March 13, 2002 Staff1s
requesting a modification of the Commussion-approved procedural schedule in
this docket. Oniginally, data requests were due to go out March 15, 2002,
however, due to delays m Northem assembling responses to Data Request Set 2,
Northern, Staff, and the OCA agree 1t would be more fruitful if data requests were
postponed  Staff submuts the following changed dates for Commission approval
Data Requests, Set No. 3, State and Intervenor to Northern.. .. .March 29, 2002
Data Responses, Set No. 3, due from Northern .. ... . .. Apnl 19,2002
At this time, Staff does not propose modifying the remamder of the procedural
schedule. Staff and the parties expect to hold a technical sesston either on March
18" or 19® 1n an effort to facilitate the data request process and preserve the
remainder of the schedule.

To Debra Howland from Marcia Thunberg, Esq dated march 19, 2002 Staffis
requesting the Commussion temporarily suspend the procedural schedule 1n this
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03/22/02

04/04/02

04/12/02

04/12/02

04/15/02

04/18/02

matter. Staff had sought and received a modification to the procedural schedule
last week, however, even with that modification, 1t1s becoming evident the whole
schedule needs to be revistted Staff has sought and received concurrence from
the Office of the Consumer Advocate, Maine PUC, and Northern. With that, Staff
respectfully requests the Commussion grant this request to temporanly suspend the
procedural schedule with the understanding that Staff and the parties will
posthaste submut a revised schedule

To the Parties from Debra Howland dated March 22, 2002 the Commission has
determined that the request 1s reasonable and will not unduly delay the
proceeding The procedural schedule 1s suspended until further notice

To Mr. Ferro from Jeannette McArthur dated April 4,
2002 this letter will serve t confirm your compliance
with Commission tariff filing requirements.

To Debra Howland from Thomas R. Birmingham dated Apnl 11, 2002 enclosing
Northern Utthties=s Motion for Protective Order along with a copy of
Attachment Staff 3-15, Attachment Staff 3-19 and Attachment Staff 3-40,

To Debra Howland from Marcia Thunberg, Esq dated Apnl 12, 2002 Staff and
the parties to this docket have developed a procedural schedule to replace the one
approved by the Commusston in Order No 23,904:

3/28/02 Data Requests, Set No. 3, to Northern

4/16/02 Data Responses from Northern

5/10/02 Data Requests, Set No 4, from Staff and Intervenor to Northern
5/31/02 Data Responses from Northern

6/21/02 Settlement Discussions at PUC

7/12/02 Staff and Intervenor tesimony on permanent rates

7/26/02 Data Requests from Northern to Staff and Intervenors

8/9/02 Data Responses from Staff and Intervenors

8/26/02 Settlement Discussions at PUC

9/4/02 Rebuttal testimony from Northemn

September 16, 17, and 18 Hearing on permanent rate request
We would appreciate your assistance in presenting this schedule to the
Commussion for their approval Thank you

To Debra Howland from Marcia Thunberg, Esq. dated Apnl 15, 2002 Staff
concurs with Northemn Motion for Protective Order and Confidential Treatment

To The Parties from Debra Howland dated Apnl 18, 2002 the Commission has
determined that amending the procedural schedule will promote the orderly and

7



- DG 01-182

04/24/02

05/10/02

efficient conduct of the proceeding The following revised procedural schedule 1s

approved.

3/28/02 Data Requests, Set No 3, to Northem

4/16/02 Data Responses from Northern

5/10/02 Data Requests, Set No. 4, from Staff and Intervenor to Northern
5/31/02 Data Responses from Northern

6/21/02 Settlement Discussions at PUC !

7/12/02 Staff and Intervenor testimony on permanent rates
7/26/02 Data Requests from Northem to Staff and Intervenors
8/9/02 Data Responses from Staff and Intervenors

8/26/02 Settlement Discussions at PUC

9/4/02 Rebuttal testimony from Northemn

September 16, 17,and 18  Hearing on permanent rate request

To Debra Howland from Thomas R Birmimgham dated Apnl 23, 2002 enclosing
Northern Utilities=s Motion for Protective Order along with a confidential version
of Attachment B to Audit Request 6-5.

Order No. 23,970 1ssued ORDERED, @ygngp;thegpfg_Motigq_?q;
Protective Order and Confidential Treatment with
respect to customer information is GRANTED; and it is
FURTHER ORDERED,fthat_tPQ_quion fqr»?rgtegtivgﬂOrder_h
and Confidential Treatment with résﬁédt to employee
compensation data not previously disclosed or made
public in annual reports or other publications by the
Company is GRANTED; and it is FURTHER ORDERED, that
Northern=s Motion, to the extent it relates to
compensation of officers, board of directors, or other
employees identified or made public in annual reports
or'other public documents is DENIED in part; and it
isFURTHER ORDERED, that the protection afforded by this
order extends to any additional discovery,‘ﬁeéiiﬁanj;. )
argument or briefing relative to the confidential
information; and it is FURTHER ORDERED, that in future
filings, Northern shall continue to submit, concurrent
with its request for confidential treatment, both
redacted and unredacted filings which the Commission
shall protect from disclosure during the pendency of
its review of the request for confidentiality, pursuant
to N.H. Admin. Rules, Puc 204.06; and it is FURTHER
ORDERED, that this Order is subject to the ongoing
authority of the Commission, on its own Motion or on
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05/15/02

06/27/02

07/12/02

07/25/62

07/29/02

08/01/02

08/15/02

08/21/02

08/22/02

the Motion of Staff or any party or any other member of
the public, to reconsider this Order in light of RSA
91-aA, should circumstances so warrant.

To Debra Howland from Joseph A. Ferro dated May 14, 2002 submtting revised
tanff pages

To Thomas R Birmingham from Marcia A B. Thunberg, Esg. Dated June 27,
2002 attached please find questions generated at the technical session held there m
Concordf this past Frday Iunderstand some Staff and members of Northern have
already communicated about these questions. My intent in embodyng them 1n
writing 1s to document your questions and have a means for tracking replies.

Staff and intervenor testimony 1s due July 12,, 2002. We would appreciate
responses from Northern within a reasonable time so that Staff can utihze the
mnformation 1n prepanng the testimony.

To Debra Howland from Marcia A. B. Thunberg, Esq. dated July 12, 2002
enclosing testimonies of Maureen L. Sirois, Amanda O. Noonan, Stephen P Frink
and James J. Cunmngham.

To Joseph Ferro from Jeannette M McArhtur dated July 25,2002 Staff has
reviewed the filing and confirms comphance with Puc 1603 filing requirements.

To Debra Howland from Marcia A. B. Thunberg, Esq. dated July 29, 2002
enclosing amended testimony of Maureen L. Siroisstaff has corrected those errors
an this testimony 1s being submutted with an attached correction sheet to aid 1n
comparing the older testimony with the amended testimony.

To Debra Howland from Joseph A Ferro dated July 31, 2002 attached for filing
Northern Utihities’ revised tariff pages to NHPUC Tanff No. 10-Gas, Supplement
No. 2

To Joseph A Ferro from Jeannette M. McArhhur dated August 15, 2002 Staff has
reviewed your filing and confirms compliance with Puc 16 03 filing requirements

To Debra A. Howland from Marcia A B Thunberg dated August 21, 2002
enclosing Staff, Northern and OCA request the Technical session origmally
approved for August 26, 2002 be moved to Thursday August 29" 2002 A
scheduling problem has caused this change and Staff, Northern and the OCA
have agreed to this new date

To the Parties from Debra Howland dated August 22, 2002. Enclosing On August

9
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08/22/02

09/05/02

09/09/02

09/12/02

09/12/02

21, 2002 Staff , Northem Utilities Inc. and the Office Of Consumer Advocate
filed a request to move the Technical Session currently scheduled for August 26,
2002, due to scheduling problems An Altemative date of August 29, 2002 was
agreed to by the parties

}

To Debra Howland from Marcia A B. Thunberg Staff Attorney dated August 21,
2002 Enclosing is the amended testtmony m the docketed matter. Staff had
submutted the testimony of Stephen P. Frink , Assistant Director of the Gas and
Water Division back on July 12, 2002 On July 29 2002 staff submitted amended
testimony of Maureen Siro1s Ms Sirois’s testimony changed as a result of
calculation errors discovered and corrected subsequent to that filing.

To Debra Howland from Maribeth Ladd dated Sept. 4™ 2002 enclosmg Northern
and Staff hereby jomntly move to revise the previously approved procedural
schedule to require the submission of Northern’s rebuttal testimony Sept 10" 2002
the Movants contemplate that, thereafter, the procedural schedule would remain
as previously approved Thus, the granting of this motion would not delay the
ultimate resolution of this case, which mncludes evidentiary heanng on
Sept.16®,17%, and 18™, 2002 The sole purpose of this motion 1s to facilitate the
near-term negotiation of a settlement agreement.

To Maribeth Ladd from Debra Howland dated Sept. 9 2002 enclosing On Sept.
4™ 2002 you filed a letter motion on behalf of Northern Utihties, Inc. and Staff
requesting a modification of the procedural schedule proceeding According to
your request, Northemn , the OCA and Staff have been m settlement discussions
and Northern has agreed to postpone the submission of 1ts rebuttal testimony to
facilitate negotiations. You also state that OCA concurred with your motion. The
Commission has determined that good cause exists for an extension and will not
unduly delay the proceeding Accordingly, the request to file Northern’s rebuttal
testimony by Sept 10, 2002 1s approved

To The Parties from Debra Howland the Commussion has determined that
postponement of the hearings would be 1n the best interest of all parties at this
time The Hearings scheduled for September 16 through September 18, 2002 have
been rescheduled to October 2 and October 3, 2002 at 10 a m.

To Debra Howland from Marcia Thunberg, Esq. dated September 13, 2002 the
hearings scheduled for September 16 through September 18, 2002 have been
rescheduled to October 2 and October 3,2002 at 10 am. Staff and the Parties
recognize this postponement request does not meet the 7-day notice requirement
and request the Commission waive Puc 203 12

10
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09/26/02

09/27/02

10/04/02

10/09/02

10/28/02

Case Closed

11/14/02

11/25/02

To Debra Howland from Marcia Thunberg, Esq. dated September 26, 2002,
enclosing Settlement Agreement entered mto between Northern Utilities, Inc, the
OCA, and Commission Staff. Volume 1.

Settlement Agreement Permanent Rates Volume 2 through 10

To Debra Howland from Marcia A.B. Thunberg, Esq Srws October 3, 2002
enclosing exhibits to replace coptes which were used at the hearing held on
October 2, 2002.

Transcript of hearing held on October 2, 2002

Order No. 24,075 issued ORDERED, that the Settlement Agreement proposed by
ORDERED, that the Settlement Agreement proposed by Staff and the Parties 1s
APPROVED; and 1t s FURTHER ORDERED, that the permanent rates for the
various customer classes be implemented on a service rendered basis effective
November 1, 2002; and 1t s FURTHER ORDERED, that Northern shall submit
tanff pages including any approved 1n compliance withm 15 days of the date of
this order; and 1t 1s FURTHER ORDERED, that Northern submt 1ts rate case
expenses for Commussion review and approval; and 1t 1s FURTHER
ORDERED, that Northemn submnt 1ts reconciliation report, including a specific
proposal for implementing erther a surcharge or refund, whichever 1s necessary,
within thirty days from the date of this order Staff and the Parties is APPROVED
and 1t SFURTHER ORDERED, that the permanent rates for the various
customer classes be implemented on a service rendered basis effective November
1, 2002; and 1t 1s FURTHER ORDERED, that Northem shall submit tanff pages
mcluding any approved in compliance within 15 days of the date of this order; and
1it1s FURTHER ORDERED, that Northern submut 1ts rate case expenses for
Commussion review and approval; and 1t s FURTHER ORDERED, that
Northern submut 1ts reconciliation report, including a specific proposal for
implementing either a surcharge or refund, whichever 1s necessary, within thirty
days from the date of this order

>

To Debra Howland from Joseph A. Ferro enclosing Northern Utilities’
comphance tanff pages, as required by NHPUC Order No 24,075 (October 28,
2002)

To Jeannette McArthur from Susan B Kullberg dated November 20, 2002 1t has
come to our attention that four incorrect pages were filed on November 12, 2002

‘ 11
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12/04/02

in compliance with the Commission’s Orders in DG 02-167 and DG 01-182.
Please replace the mcorrect pages previously filed with the attached pages.

To Joseph A. Ferro from Jeannette m. McArthur dated December 4, 2002 Staff
has reviewed the filings and confirms comphance with Puc 1603 filing
requirements.

12



NORTHERN UTILITIES, INC.

DG 01-182
EXHIBITS
DATE NO. DESCRIPTION WITNESS
10/01/02 1 September 26, 2002 Settlement Agreement
10/01/02 2 Attachment A — Petition of Northern Utilities’
for Authority to Establish Permanent Rate
Increase, filed 11/15/01
10/02/02 3 Attachment D — Settlement Report of Rate
Changes
10/02/02 4 Schedule E-1 —Settlement Revenue Requirement
10/02/02 5 Schedule E-2 — Settlement Effective Tax F actor
10/02/02 ‘6 Schedule E-3 — Settlement Income Statement
10/02/02 7 Schedule E-4 — Settlement Adjustment to
Revenues
10/02/02 8 Schedule E-5 — Settlement Adjustment to Expense
10/02/02 9 Schedule E-6 — Settlement Savings from Northern
Reorganization
10/02/02 10  Schedule E-7 — Settlement Payroll Adjustment of
2002 Pay Increase
10/02/02 11 . Schedule E-8 — Settlement Settlement Rate Base
10/02/02 12 Schedule E-9 — Settlement Cash Working Capital
10/02/02 13 Schedule E-10 — Settlement Depreciation Study
Plant Balance s of 6/20/01
10/02/02 14 Schedule F-1 — LP and LNG Costs
10/02/02 15 Schedule F-2 — Bad Debts
10/02/02 16 Schedule F-3 —~ Working Capital on Gas Costs



10/02/02

10/02/02

10/62/02

10/02/02
10/02/02

10/02/02

10/02/02
10/02/02
10/02/02
10/02/02
10/02/02
10/02/02
10/02/02

10/02/02

10/02/02

17

18

19

20

21

22

23

24

26

27

28

29

30

31

Schedule F-4 — Comparison of Indirect Gas Costs

Schedule F-5 — Amount of Indirect Gas Costs
To Be Recovered Thorough Cost of Gas

Attachment G — Letter of John M. O’Brien 7/31/02

Schedule 1-1 — Summary of Settlement Permanent
Delivery Services Rates (Schedule NU 9-1)

Schedule 1-2 — Summary of Test Year Billing
Determinants (Schedule NU 9-4)

Schedule 1-3 — Settlement Delivery Service
Revenue Requirements/Rate Design/Revenue
Proof (Schedule NU 9-5)

Schedule 1-4 — Calculation of Settlement Cost
of Gas Rates (Schedule NU 9-6)

Schedule 1-5 — Calculation of Settlement Delivery
Service Customer Charges (Schedule NU 9-7)

Schedule 1-6 — Settlement Class Average Bill
Impacts (Schedule NU 9-8

" Schedule 1-7 - Settlement Typical Residential

Bill Impacts (Schedule NU 99)

Schedule 1-8 — Settlement Typical Commerical and
Industrial Bill Impacts (Schedule NU 9-10)

Schedule 1-9 — Settlement Bill Impacts by Strata
(Schedule NU 9-11)

Exhibit NU-1- Prepared Direct Testimony of
Stephen H. Bryant

Exhibit NU-2 - Prepared Direct Testimony of
John E. Skirtich and related Schedules of
John E. Shirtich

Exhibit NU-3 - Prepared Direct Testimony of
Paul R. Noul and related Schedules of
Paul R. Moul



10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/0202

10/02/02

10/02/02

32

33

34

35

36-

37

38

39

40

41

43

44

45

39

46

Exhibit NU-4 - Prepared Direct Testimony of
Vincent H. DeVito

Exhibit NU-5 - Prepared Direct Testimony of
Timothy J. Tokish and related schedules of
Timothy J. Tokish

Exhibit NU-6 - Prepared Direct Testimony of
John M. O’Brien and related schedules of
John M. O’Brein

\

Exhibit NU-7 - Prepared Direct Testimony of
Earl M. Robinson and Depreciation Study by .
Earl M. Robinson b

Exhibit NU-8 - Prepared Direct Testimony of
Mark P1 Balmert and Related Schedules of
Mark P. Balmert

Exhibit NU-9 - Prepared Direct Testimony of

Paula A. Strauss and Related Schedules, Tariff
Pages and Bill Impacts

Exhibit NU-Appendix 1 to Mark P. Balmert Schedules
NU’s Responses to Staff Data Requests, Set 1
NU’s Responses to Staff Data Requests, Set 2
NU’s Responses t(; Staff Data Requests, Set 3
NU’s Responses to Staff Data Requests, Set 4
NU’s Responses to Staff Data Requests, Set 1
NU’s Responses to Staff Data Requests, Set 2

NU’s Exhibits A & B provided during the March
Technical Session

NU’s Responses to Staff Data Requests, Set 1

NU’s Responses to Information Requests from the
June 21, 2002 Technical Session



10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

10/02/02

47

48

49

50

51

52

Prepared Direct Testimony of Amanda Noonan

Prepared Direct Testimony of Stephen P; Frank
and related Attachments

Prepared Direct Testimony of James J. Cunningham, Jr.
and related Attachments

Amended Testimony of Maureen Q. Sirois
and related Attachments

Amended/Supplemental Testimony of Stephen P. Frank
and related Attachments

Staff Responses to NU’s Data Requests
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DG 01-182

'NORTHERN UTILITIES, INC.
Petition for Rate Change
Order Approving Procedural Schedule
ORDER N O. 23,904

January 25, 2002

bl

APPEARANCES: Rubin and Rudman, LfL.P., by Maribeth
Ladd, Esqg. on behalf of Northern Utilities Inc.; Office of

Consumer Advocate by Kenneth Traum on behalf of residential
ratepayers; and Marcia A. B. Thunberg, Esq. on behalf of the
Staff of the New Hampshire Public Utilities Commission.
I. PROCEDURAL HISTORY AND BACKGROUND

Northern Utilities, Inec. (Northern) is a public
utility organized and existing under the laws of the -State of
New Hampshire and primarily engaged in distributing natural
gas in the seacoast area of New Hampshire and Maine. On
September 19, 2001, Northern filed with the New Hampéhire
Public Utilities Commission (Commission), a notice of intenp
to file rate schedules and on November 15, 2001, filed a
petition for an increase in permanent rates in the amount of
$3,834,344. This represents a 7.4% increase over weather-
normalized test year revenues, with a bill impact representing
an average increase of 8.2% for customers, to be effective on
December 16, 2001 (Petition). Also filed on September 19 was

a Petition for Temporary Rates in the amount of $3,631,049 or

7.0% over weather-normalized test Year revenues. The Office
{

\
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of Consumer Advocate (OCA).entered an appearance on behalf of

" residential ratepayers on September 24, 2001.

Northern asserts that the increase in revenues is
required because it is not earning a return adequate to cover
its cost of capital or a reasonable return on the actual cost
of its property used and useful in the public service.
Northern contends that its overall rate of return was 4.87%
for the test year ending June 30, 2001, which is substantially
lower than the currently allowed 10.01% rate of return.

On December 7, 2001, the Commission issued an Order
of Notice (No. 23,863) setting a prehearing conference for
January 8, 2002. The Order of Notice also directed parties to
meet for a technical session following the prehearing and to
develop a proposed procedural SCheQule. The prehearing
conference and technical session took place as scheduled. On
January 15, 2002, Staff submitted to the Commission the

procedural schedule proposed by the parties:

Data Requests from Staff/Intervenors, January 8,
2002

Set No. 1, to Northern

Data Responses from Northern, January 15, 2002

DR 1-1 and DR 1-2

Data Responses from Northern, January 22,
2002

Set No. 1

n

Technical session on temporary rates, January 23,
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2002

2002

-3 -

conference call at 9:30 AM
Evening public hearing on

permanent rates

Staff and intervenor testimony
on temporary rates

Data Responses due from Northern,
DR 1-3

Hearing on temporary rates

Technical session on permanent rates

Data Requests, Set No. 2, to Northern

Data Responses due from Northern

Data Requests, Set No. 3 to Northern
Data Responses from Northern

Staff and Intervenor testimony
on permanent rates

Settlement Conference
Data Requests from Northern to
Staff and Intervenors

Data Responses from
Staff and Intervenors

‘Settlement Conference

Rebuttal testimony from Northern

2002

January 29,
2002

January 29, 2002
February 1, 2002
February 7,
2002
February 7,
and
February 8, 2002

February 15,

March 1, 2002

March 15, 2002
April 5, 2002

May 15, 2002

May 21,
2002

May 24, 2002

June’' 6, 2002

June 11,
2002

June 13,
2002
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Heariné on permanent rate request June 25, 26

and 27, 2002
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II. POSITIONS OF THE PARTIES AND STAFF

A. Northern Utilities Inc.

At the prehearing conference, Northern Utilities
briefly summarized its reasons for seeking a rate incrgase at
this time. Northern stated that existiqg base rates covering
the company’s non-fuel-related expenses do not provide
sufficient revenue to cover operating expenses and provide a
reasonable return on invested capital. It has been ten years
since Northern requested approval to implement a general rate
increase. The Commission’s ‘approval of a step adjustment
mechanism to offset the impact of an accelerated Bare Steel
Replacement Program that took place during the 1990's has
helped postpone the need for a general rate increase. Upon
questioning by the Commission, Northern agreed to publish a
display ad publicizing the upcoming evening public hearing and
temporary rate hearing no later than January 22, 2002.

B. Office of Consumer Advocate

The OCA noted that its preliminary review of the
filing indicated Northern was probably entitled to an
increase.~ The OCA expressed its concern that the permanent
rate request was probably too high. The oca noted this was

1
likely due to a high cost of capital figure, proformas going

out more than 12 months from the end of the test year,
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improper matching by proforming expenses but not recognizing
the corresponding sales and customer growth, etc. The OCA was
pgrticularly concerned that the temporary request approximated
the permanent request and thus expressed the same concerns
that the proposed temporary rates are excessive.

C. Staff |

After its preliminary review of the filing, Staff
noted the following areas it intends to pursue with the
Company: cost of equity, implementation of an automated meter

reading system; funding for the Gas Research Institute;

Northern’s response to customer service complaints; and
/

adequacy of the number of customer service phone lines.
III. COMMISSION ANALYSIS \

Having reviewed the proposed procedural schedule, we
find that it is reasonable and will aid in the orderly review
of the petitioner’s filing. Accordingly, ,we will approveuthe
procedural schedule for the duration of the proceeding.

Based on the foregoing, it is hereby

ORDERED, that the procedural schedule set forth
above is approved and shall govefn the remainder of this

proceeding.
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By order of the Public Utilities Commission of New

Hampshire this twenty-fifth day of January,

Thomas B. Getz

|
I
!
2002. l
|
!
i
Chairman

Susan S. Geiger

Nancy Brockway
Commissioner

Commissioner]

Attested by:

Debra A. Howland
Executive Director and Secretary

|
|
|
|
|
1
|
|
|
|
|
1
\
|
?
|
|
|
|
|
|

|
|
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NORTHERN UTILITIES , INC.

Petition for Rate Change

Final Order

October 28, 2002

APPEARANCES: Rubin and Rudman,
Ladd, Esq. for Northern Utilities, Inc.;
Advocate, by Mr. Kenneth Traum on behalf of residential

ratepayers; and Marcia A. B. Thunberg Esq. for the Staff of the
New Hampshire Public Utilities Commission.

L.L.P., by Maribeth

{

|

|

ORDER N 0. 24,075 ‘
_____ = - £2,V/0 !
|

Office of the Consumer

:
|
I. PROCEDURAL HISTORY i
1
|

Northern Utilities, Inc. (Northern or the Company)

Serves approximately 25,000 Customers in the Seacoastlregion of
New Hampshire and Maine. 1Its last approved general rate increa

occurred in 1991. (Northern Utilities, Inc., 77 NH PUC 366

(1992)).

~

On September 19, 2001, pursuant to N.H. Admin. Rule p

1604.05, Northern filed with the New Hampshire Public Utilities

Commission (Commission) a No§1ce of Intent to file rate

|

ve

|

i

f

|

!
schedules. 0On November 15, 2001, Northern filed its proposed !

tariff revisions,

along with Supporting documentation, containin

hew rates designed to produce an increase in annual revenues o
$3,834,344,

f

which consisted of 3 proposed $203,295 increase in

indirect gas costs and a $3,631,050 lncrease in delivery service

revenues., This Tequested increase represents a 7.4% increase

Over weather normalized test year revenues,

i
|
1
I
1
I
i
!
!
|
with a bill impact 1
|
|
|
1
1
|
|
I
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representing an average increase of 8.2% for customers. Norqhern

requested an effective date of December 16, 2001.

On September 24, 2001, the Office of the Consumer

Advocate (OCA)

. l
docket on behalf of residential utility consumers pursuant to |the

1
bowers and duties granted under RSA 363:28,11. |

On November 15, 2001

Northern
requested that it be permitted to implement temporary rates

effective November 16, 2001.

On December 7, 2001, the Commission issued an Order

Suspending Proposed Tariffs, Order No. 23,863 (Suspension Order) .

i
|
The Order scheduled a Prehearing Conference for January 8, 2002

and a temporary rate hearing for February 7, 2002.

On January 3, 2002, the Maine Public Utilities

Commission (MEPUC) submitted a Petition for Limited Interventio

On January 8, 2002, the Commission held a Prehearing

Conference in Docket DG 01-182.

!

!

i

1

v

|
n}.

|
Immediately following the !
I

January 8, 2002 Prehearing Conference, Northern, the OCA, and the

Commission Staff (“Staff”) participated in a technical session ad

|
|
|
!

}

|
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which a proposed procedural schedule was agreed upon.

On January 15, 2002, Staff submitted the proposed

procedural schedule for review and approval by the Commissionl.

The procedural schedule was approved by the Commission on Janbary

25, 2002 by Order No. 23,904.

On January 30, 2002, Northern submitted a proposed

settlement agreement between Northern, the oca,

January 31, 2002, Northern submitted to the Commission the

|

!

and Staff. O%

i

executed signature pages to the settlement. |

\

On February 13, 2002, the Commission approved the

imposition of temporary rates pursuant to Order No. 23,920.

On February 25, 2002, Staff recommended the Commission
close docket DA 01-226 and that the affiliate contract between

Northern and NiSource Corporate Service,

\ . .
Inc. be considered in

the rate case docket, DG‘Ol—182.

!

|

On April 8, 2002, the Commission transferred !
|

consideration of the NiSource Corporate Services, Inc. afflliatg

agreement, originally docketed as DA 01-226,

|
to the instant i
docket. !

The Staff and Parties conducted extensive discovery a$d

submitted testimony according to the dates set forth in the

4

procedural schedule. o0n September 26, 2002, Staff and the

Parties submitted a Settlement Agreement (Agreement) concerning

the permanent rate portion of this docket.
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II.

th

€ parties is summarized as follows:

A.

SETTLEMENT AGREEMENT

\

The Agreement presented to the Commission by Staf

f and

|

|

|

|

|

i

|

. i

! {
a

i

|

I

Permanent Rate Levels

The Parties and Staff
designed to produce an

eénues above the normalized tegt
year revenues. The increase will be implemented
equally among all customer classes,

set forth in Northern’s filing dated November 15, 2001.
This permanent rate 1

/
|

nNcrease represents an average
increase of 2.25 percent.
1. Revenue Requirement

The parties and Staff agree that
requirement should be $47,746,999
bercent over test Year revenues.

|
|
the Company’s revenuL
» which is 2.25

More specifically,

|

i

|
he revenue deficien?y

|

i

|

Stipulated Rate of Return: 7.85 percent.

Stipulated Adjusted Net
(pro forma test year) .

Operating Income: $3,998,5124

‘I‘\ AY

Stipulated Rate Base: The overall rate of return shal
be applied to the pro forma test year rate base of
$58,900,187.

Stipulated Deficiency Before Taxes:

$625,153.

Tax Factor: 59.475 percent.

Change in Revenue Requirement:
increase in operating revenues i
reflects a net distribution reve

increase of $945, 739 plus an inc
costs of $105,379.

The stipulated annual
s $1,051,118., This
hue requirement

1
|
!
i
i
I
i
|
I
!
rease in indirect gas
\
|
i

|
|
I
|
|
|
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2. Income Taxes

The Parties and Staff agree to recognize the Company!s
movement from partial flow through tax accounting to
full normalization of books versus temporary tax
differences.

3. Depreciation

Northern will complete a new depreciation study within
five years from the date of the Commission’s Order i
approving this Settlement. The Parties and Staff agr?e
that the net impact on Northern’s depreciation expense
associated with adjustments is a reduction to |
Northern’s proposed annual depreciation amortization!
expense of $149,563.

4. Cost of Capital |
!

Northern's long-term debt has been adjusted to refledt
the call premium paid to redeem its 9.70 percent Series
Senior notes. Also, the cost of Northern's total loﬂg—
term debt will decrease from a rate of 6.75 percent tlo
6.08 percent. |

B. Customer Service

Northern will strive to meet specified performance

goals for its call center, billing, and meter reading
operations:

1

}

|

1

I

|

1) 80 percent of ‘all calls in any given month to the
billing, service or credit lines be answered l
within 30 seconds. The thirty-second call i
answering period will be measured beginning at the
point where an incoming call enters the queue for
answering by a call center representative. Calls
handled by Northern’s interactive voice response}

("IVR”) system shall be considered to be answered
in zero seconds. N

given month be answered within 30 seconds.
Measurement of Northern’s call answering
performance will be determined in the same manner
as for measure 1, above.

|
|
2) 90 percent of emergency calls received in any i
1

i
|
|
|
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|
|
!
|
|

3; No more than 2 percent of all calls, measured
quarterly, to call center, or any other service
center with the responsibility for responding to
Customer calls, shall eéncounter a busy signal or
other busy indication.

4) In any given month, 95 percent of all mutually
agreed upon appointments for service shall be @et
on the day scheduled. Customer initiated i
pPostponements shall not be included in this
measurement.

Staff and the oca agree not to object to a !

decision to exit the service business by Northern
if Northern demonstrates that other qualified |

entities are available to perform similar services

within Northern’s service territory. |

i

S) 95 percent of complaints referred by the !

Commission Staff will be resolved to the

satisfaction of the Commission Staff within 2
weeks.

6) The Parties and Staff agree to meet at a minimum
annually and discuss actual performance and
performance goals.

7) Northern shall report monthly, to the Commission’s
Consumer Affairs Division, on the performance '
goals listed in items 1 through 5 above, comparing
actual performance to the performance goals. }
Northern shall also report its monthly average
Speed of answer for its billing, credit and ,
service lines, its monthly number of calls !
abandoned and its monthly average time to abandon|.

8) Northern agrees to make test calls to its IVR on g

daily basis to monitor the functionality of the

IVR system. ©Northern agrees to notify the

Commission’s Consumer Affairs Division of any IVR{

malfunctions that affect Customers. Northern |

further agrees to implement a new IVR system by i

November 1, 2003. Northern will work with the |

Parties and Staff in developing its new IVR

system.
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b
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|

|

l

|

|

i
9) The Parties and Staff agree that Northern shal;
'n

be
subject to an automatic penalty of $5,000 per
month for failing to meet any one of the
performance goals listed in 1 through 5 above i
any given month. Multiple failures to meet :
performance goals within any given month shall hot

constitute multiple fineable violations and
Northern’s maximum monthly penalty exposure sha;l
be $5,000. Under no circumstances shall 1
Northerq’s annual maximum penalties for |
performance with respect to all service quality!
categories exceed $60,000. The Parties and Staff
recognize that Northern cannot accomplish the {
agreed upon service quality goals immediately and
agree to a 3 month transition period during which
Northern would report its performance but no
penalties would be assessed. The three month
transition period will be measured beginning on
the first day of the month following issuance of| a

Commission Order regarding this Settlement
Agreement.

5

|
Northern may request that the Commission grant a}
waiver of any of these Penalties. If Northern |
requests such waivers, Northern w1ll bear the !
burden of demonstrating that its failure to comply
with each particular performance target is the !

result of circumstances beyond its control.

The Parties and Staff agree that Northern may
appeal to the Commission the imposition of fines
under the terms of this agreement.

Step Adjustment to Revenue Requirement and Rates

1. Automated Meter Reading

Northern will install a fully operational automated
meter reading (AMR) system by September 1, 2003

1

|

|

1

i

|

I

|

1

|

2. Recovery of aMRrR |
i
|

The Parties and Staff bropose a step adjustment to base
rates to recover the AMR installation costs, consistent
with the requirements of RSA 378:30-a, net of
associated annual savings, which the Parties and Staff
agree will amount to $162,500.

|
1
|
i
|
|
l
|
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Inc., as filed on Novembe
19, 2001.
H. Effective Date of Permanent Rates

D. Rate Design I

The rate design approved by the Commission in North‘

ern
Utilities, Inc., Revenue Neutral Rate Redesign, Ordér
No. 23,674 (April s, 2001), Docket No. DG 00-046, is

preserved in this Settlement Agreement.

|
l
|
E. Rate Schedules and Bill Impacts 1
f agree that Northern’s revised |
s should be approved effective 1
November 1, 2002. The agreed-upon level of pPermanent rates
of $1,051,118 result in the bill decrease of 2.25% when E
compared to previous permanent rates. The agreed-upon level
of permanent rates is lower than the current temporary rates
by approximately 2.4 to 2.8 percent.

The Parties and Staf
tariff NHPUC No. 10 - Ga

|
I
F. Indirect Gas Costs ;

through the CosF
should be increased to reflect

return on liquid propane and |
liquefied natural das peaking facilities, and the !

percentages applied to direct gas costs for bad debt
and working capital changed to 0.45% and 0.19%,
respectively, to reflect updated costs.

, of Gas Adjustment (COG)
the agreed upon rate of

G. Affiliate Agreements

|
|
|
|

NiSource Corporate Services,

The Parties and Staff propose a November 1, 2002

f

i

|

implementation date for the permanent rates., i

|
|
|
|
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I’ Reconciliation

The Agreement provides that the revenues collected

pursuant to Northern’s authorized temporary rates must

be reconciled for the period in effect with the

permanent rate level approved by the Commission. The

difference between the temporary and permanent rates

shall be recovered or refunded, without interest.
III. COMMISSION ANALYSIS

New Hampshire RSA 378:7 authorizes the Commission to
fix rates pursuant ta an order after hearing. The Commission is
obligated to investigate the justness and reasonableness of the
proposed rates. FEastman Sewer Company, Inc., 138 N.H. 221, 225
(1994) . Traditional rate-of-return principles permit a utility
to recover prudently incurred operating expenses along with “the
opportunity to make a profit on its investment, in an amount
equal to its rate base multiplied by a specified rate of return.”
Appeal of Conservation Law Foundation, 127 N.H. 606, 634 (1986X.

As part of our review of utility rate mat%ers, it is
not uncommon for Staff and the Parties, after extensive
discovery, to present a comprehensive settlement agreement and we
note that is the case here. We will address the Agreement as the
issues were presented therein. -

A, Revenue Requirement

Northern’s request for permanent rates sought authority

to increase annual distribution revenues by $3,834,344, which

consisted of a proposed $203,295 increase in indirect gas costs
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and a $3,631,050 increase in delivery service revenues,
Northern’s request was based on a cost of common equity of 13.0
percent and an overall rate of return of 9.49 percent. in
contrast, Staff submitted the testimony of Mr. Stephen P. Frink
and Ms. Maureen L. Sirois who cited annual Overearnings in
distribution revenues for Northern of $308,641 based on a cost
of common equity of 8.89 percent and an overall rate of return
of 7.46 percent. (Exh. 48 at 2 line 3) (Exh. 50 at 2 lines 15-
16).

In establishing a proposed revenue increase, the Staff
and Parties agreed to specific items such as the rate of return,
adjusted net operating income, rate base, before-tax deficiency,
and tax factor. The Agreement recommends a révenue increase of
$1,051,118 and an overall rate of return of 7.85 percent. The
rate of return includes a 9.67 percent cost of equity.

At hearing, Northern’s witness, Mr. Stephen H. Bryant,
explained the difficulties Northern encountered with choosi;g
the 2000-2001 test year. The test year spanned two fiscal years
and during one of those years, Northern underwent substantial
rate re-design as a result of Northern Utilities, Inc., Revenue
Neutral Rate Redesign, Order No. 23,674 (April 5, 2001), Docket
No. 00-04+6. (Hearing Transcript of October 2, 2002 (10/2/02

Tr.) at 10 lines 1-3).
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A question arose in the context of the rate case
concerning Northern’s proposed amortization of the nét deficient
tax reserves and whether this treatment was consistent with
normalization requirements in the Internal Revenue Code, as
changed by the Tax Reform Act of 1986. In support of the
Settlement Agreement, Northern’s Assistant Controller assured
the Commission that its treatment is correct and resolves any
future liability for this tax treatmentlfavorably to Northern’s
customers. Specifically, in the event the Internal Revenue
Service disputes Northern’s treatment, Northern agrees not to
seek recovery from its customers as the result of any errors in
the overall deferred tax deficiency of $1,066,676 that would
cause a higher under-collection as of June 30, 2001. Should an
over-recovery occur, Northern agrees to refund the amount of the
over-recovery to its customers. Staff supported this position
and agreed to an adjustment to deferred taxes for calculating
Northern’s revenue requirement. Northern’s offer not to seek
recovery is c;ntained in the Agreement. We find this resolution
safeguards Northern’s customers and we approve the tax issue
settlement terms.

Ih its filing, Northern proposed an approximately $3.0
million depreciation expense. Staff submitted testimony of Mr.

James J. Cunningham, which recommended a depreciation expense

amount of approximately $2.6 million, a difference of
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approximately $400,000. (Exh. 49 at 10 line 2-4) . In the
Agreement, Northern’s proposed annual depreciation amortization
eéxpense was reduced by $149,563. Staff and the Parties agreed
to use of the Broad Group/Whole Life depreciation rates with the
applicable plant in service balance as of Juhe 30, 2001 plus the
annual amortization of éhe depreciation reserve imbalance ,over

‘ ,
five years to determine the required level of depreciation
expense. These depreciation rates for depreciable plant and
equipment are set forth in Exhibit 13, Sch. JJc-3, Page 6 of 7.
We find these rates reasonable.

In its filing, Northern proposed approximately $3.2
million for affii&ate agreement costs for contracts with
NiSource Corporate Service Company and Bay State Gas Service
Company. Staff testimony of Mr. James J. Cunningham, entered as’
Exhibit 49, recommended affiliate agreement costs be limited to
approximately $2.3 million. This\represented a difference of
approximately $900,000 between Northern and Staff’s position.

In the. Agreement, Staff and the Parties settled on an annual
affiliate agreement cost that was $426,087 less than Northern’s
originally proposed $3.2 million.

We recognize that Staff and the parties scrutinized the
costs associated with the affiliate contracts in great detail;

we therefore accept their recommendation. We will approve the
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contract between Northern and NiSource Corporate Service, Inc.,
as adjusted by the terms of the Settlement Agreement.
B. Customer Service

The Agreement contains a significant section devoted‘to
establishing performance benchmarks for Northern. The benchmarks
relate to performance at Northern’s call center and its
performance with billi%g.

Northern did not submit pre-filed testimony on this
issue; however, Northern’s witness, Mr. Stephen H. Bryant, did
provide some detail at the hearing. Staff submitted the
testimony of Ms. Amanda Noonan which was critical of Northern’s
estimated billing process and its effect on customers. -(Exh.
47). Ms. Noonan’s testimony indicated Northern’s practice of
issuing bills every other month coupled with estimated, and
sometimes inaccurate bills, caused some customers to not receive
an actual, correct bill for many months. (Exh. 47 at 7, lines
14-19). Ms. Noonan also indicated the Commission had recgived a
high level of customer compialnts over the past five years,
relative to another New Hampshire gas utility and that call
center hold times were inordinately high. (Exh. 47 at 2, lines
22-23 and at .3 lines 16-22).

1

We find that Staff’s concerns over billing and call

center deficiencies are reasonably addressed by the terms of the

Agreement. The Commission has approved similar performance
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benchmarks with respect to other gas utilities. EnergyNorth
Natural Gas, Inc., 85 NH PUC 360 (2000). At hearing, Mr. Bryant
stated Northern had the resources to meet the performance
benchmarks. He stated he was confident in Northern’s ability to
install the interactive voice response System, citing the
expertise of Northern’s parent company. (10/02/02 Tr. at 30
lines 3-9 and lines 17-22). Given the nature of the concerns
raised by Staff and Northern’s own admission at hearing that it
was not providing customers with service levels it should have
been, we believe ‘performance benchmarks are appropriate. We are
satisfied the benchmarks contained in the Agreement will address
Staff’s concerns and we approve them.

An element worthy of note regarding the performance
benchmarks is that automatic penalties are triggered if Northern
faiis to meet the beﬁchmarks in any given month. In reviewing
Northern’s p0531ble'exposure to these penalties, we have assessed
whether these performance benchmarks strike an appropriate
balance. It 1s not the Commission’s intent to impose
unachievable customer service levels on Northern, however, the
Commission believes customers should receive adequate service
levels from the utilities the Commission regulates. The
Commission must also consider the impact on Northern’s
Springfield, Massachusetts call center, which also services

customers in Maine and Massachusetts. Any standards imposed by

1]
I4
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New Hampshire will also affect customers of Northern’s Maine. and
Massachusetts Ooperations who call that center.

Northern already adheres to similar performance
standards in Maine and Massachusetts. At hearing, Mr. Bryant
testified as to those performance standards. In Maine,
Northern’s performance benchmarks are limited and temporary.
Massachusetts, however, has more benchmarks and some are similar
to those proposed in the Agreement. Mr. Bryant testified the
Agreement’s perf6rmance benchmarks are generally moré
‘comprehensive than both Maine and Massachusetts’ standards.
(10/02/02 Tr. at 24 lines 21-24 and at 25 lines 1-5).

Mr. Bryant also testified that Northern was meeting the
Agreemept’é call answering performance benchmagk during the 2000-
2001 test year, but that was due to calls getting bumped out of
the system. (10/02/02 Tr. at 26-27 lines 22-15). Having said
that, Mr. Bryant also went on to explain how he believes the
company;s call center problems are behind them and he cited
examples of expertise Northern’s parent company has that will be
utilized in achieving the customer service performance benchmarks
set forth in the Agreement. (10/02/02 Tr. at 29-30). We feel
comfortable that these performance benchmarks provide customers
with the level of service théy ought to be receiving and are

achievable by Northern. Adequate due pProcess protections are

also available to Northern should Northern believe a particular

t
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automatic penalty is unjust under the circumstances.
C. Step Adjustment for AMR
Step adjustments can be imﬁlemented following a rate

proceeding, taking advantage of that proceeding to subspantially
reduce the time for regulatory review and approval of anticipated

1 capital additions. Pennichuck water Works, Inc., Order No.
23,923 (March 1, 2002), slip op. at 11. The Commission employs
step adjustments judiciously as a means of ensuring regulated
utilities retain their ability to earn a reasonable rate of
return even after implementation of large capital projects. Step
adjustments avoid placing a utility in an earnings deficiency
immediately after a rate case, which is usually based on a
historical test year ratemaking methodology.

In this docket, Northern has agreed to install an

Automated Meter Reading (AMR) System. As indicated in the
Agreement, the Staff and Parties expect the AMR: will reduce the
issuance of bills based on estimated meter readings and will
therefore send more accﬁrate price signals to Customers; improve
meter reading accuracy through the reduction of errors from
manual readings; reduce the level of estimated bills rendered due
to lack of access to meters; reduce ongoing meter reading costs;
and,” aizgw Northern to 1ssue bills based upon monthly readings,

in lieu of the current bi-monthly meter reading system. (Exh. 1

at 9). It is believed monthly bills for actual amounts and bills
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containing fewer errors will foster customer satisfaction. The
Commission heard testimony from Northern witness, Stephen-H.
Bryant, (10/2/02 Tr. at 10 lines 2-21) that the AMR will also
reduce meter-reading costs to Northern, amounting to an estimated
annual savings of $162,500. ;

We find the step adjustment and method for recovery
proposed in the Agreement are narrowly crafted and that the AMR
installation will benefit Northern’s customers. For these

reasons, we approve the step adjustment.

D. Rate Design and Customer Bill Impact

t
t

By Order No. 23, 674, (April 5, 2001) in Docket No. 00-
046, the Commission approved a significant rate redesign for
Northern. The Agreement preserves that rate design. We see no
reason to disturb the rate design at this time and will therefore

approve it.

At hearing, Mr. Bryant discussed Northern’s Report of
Proposed Rate CHange, entered as Exhibit 3, which demonstrated
that the proposed rate increase will raise each customer class’s
rate by 2.25 percent. Mr. Bryant explained it was Northern’s
intent to spread the rate 1mpact as evenly as possible among all
rate classes, all seasons, and for all months. (10/02/02 Tr. at
42 lines 14-21). The average rate impact for each class is

identified as 2.25 percent; however within each class, .some
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customers may see higher and lower percent impacts. (10/02/02
Tr. at 30-40). Exhibits 25, 26, and 27 verify Northern’s efforfs
and show the Qariation in percent impact per month and class.
According to Exhibit‘25, quthern’s\largest customer class is
residential heating, which consists of 17,222 customers out of
Northern’s 23,738 total customer count. Exhibit 26 demonstrates
that during different months of the year, residential heating
customers may see a rate increase between 2.05 and 2.83 percent
as a result of the Agreement. 1In comparison, Northern’s Petition
For Authority to Estéblish Permanent Rate Increase contained a

request for a 7.4 percent increase. (Exh. 2).

In light of the foregoing, we find the Agreement

E. Effective Date

Each year, Northern adjusts its rates on November 1st
to reflect expenses associated with the winter period cost of
gas. Because customers are accustomed to rate changes a't that
time, we find it will result in less customer confusion to allow
the new permanent rate to go into effect then.. For this reason,
We approve implementation of the permanent rate effective

- November 1, 2002, on a service rendered basis.
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F. Reconciliation and Rate Case Expenses

The Settlement Agreement states that the difference in
revenues recovered at the temporary rate level and what would
have been recovered had Eermanent rate been in effect during the
same period are to be recovered or refunded, without interest,
through the Local Distribution Adjustment Clause (LDAC) in effect
November 1, 2002 through April 30, 2003. Northern is to file an
accounting of the rate case expenses, and those approved by the
Commission are to be recovered through the November 1, 2002
tprough October 31, 2002 LDAC.

In Northern’s 2002/2003 Winter COG filing, Docket No.
DG 02-167, Northern estimated that the over recovery resulting
from a reconciliation of temporary and permanent rates to be
$980,000 and rate case expenses for recovery to be $480, 000,
resulting in net credit of $500,000. Although a final
reconciliation and accounting of rate case expenses have not
"been submitted to the Commission, the LDAC is reconciled as part
of the Winter COG filing and any later adjustments would
addressed in the reconciliation. At the COG hearing, Northerq
testified that the estimated costs were very close to being
finalized and tbat the estimates should be close to what 1is
ultimately filed.

We direct Northern to file with the Cémmission an

accounting of the amount of the rate case expenses as well as an
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accounting of the difference between permanent and temporary
rates, for Commission review and approvalt The approved
reconciliation and rate case expenses will be recovered through
the LDAC and reconciled as part of Northern’s next winter’s COG
proceeding.
IV. CONCLUSION

We have reviewed the terms of the Settlement Agreement,
as well as Staff and the Party’s filings, supporting éestimony,
and exhibits as presented at the October 2, 2002 hearing. Based
on our review of the record, we find the terms, as set forth in
the Settlement Agreement will produce rates and service that are
just, reasonable and in the public good. |

Based on the foregoing, it.is hereby

ORDERED, thaF the Settlement Agreement proposed by
Staff and the Parties 1s APPROVED; and it 1s

FURTHER ORDERED, that the permanent rates for the
various customer classes be implemented on a service rendered
basis effective November 1, 2002; and it is

FURTHER ORDERED, that Northern shall submit tariff
pages including any approved in compliance within 15 days of the
date of this order; and it is

FURTHER ORDERED, that Northern submit its rate case

expenses for Commission review and approval; and it 1is
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FURTHER ORDERED, that Northern submit its
reconciliation report, including a specific proposal for
implementing either a surcharge or refund, whichever is
necessary, within thirty déys from the date of this order.

By order of the Public Utilities Commission of New

Hampshire this twenty-eighth day of October, 2002.

Thomas B. Getz Susan S. Geiger Nancy Brockway
Chairman Commissioner Commissioner

Attested by:

Debra A. Howland N
Executive Director & Secretary
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PUBLIC SERVICE ELECTRIC AND GAS COMPANY
DIRECT TESTIMONY
PETER A. CISTARO
VICE PRESIDENT - DISTRIBUTION

My name is Peter A. Cistaro. I am the Vice President — Distribution,
Public Service Electric and Gas Company (PSE&G, the CN'c)mpany, Petitioner). In this
case, I am serving as the Company’s operations policy witness. Schedule PAC-1
describes my qualifications as a witness in these proceedings.

Since our last gas base rate decision we have continued to provide
exceptionally reliable and high quality gas service to our customers. Our number one
prionty as a business is continuing and constantly improving our record of safe gas

delivery, but we are challenged by (1) an aging infrastructure that requires

modernization, (2) the labor intensive nature of our business, (3) the need to meet

increased regulatory requirements, and (4) the expectation of our customers for

transactions that can only be enabled by faster information management systems. These
necessary expenditures to serve our customers render the\Company’s current gas base
rates inadequate. Our guardianship of the safety and reliability of \the gas distribution
infrastructure is essential not only to individual customers, be they homeowners or

businesses, but to the health and well-being of New Jersey’s economy and its valuable

image as a desirable place to live and work.
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OVERVIEW

In this proceeding, the Company is requesting an increase in its gas base
rate revenues sufficient to assure the continued safe and effective operation of our gas
distribution system. To support this request, the Company is presenting the direct
testimony of three other Company employees in addition to my testimony, and the direct
testimony of two outside witnesses. Robert C. Krueger, Jr. is the Company’s accounting
witness, who will explain the books and records of our Company, and present the test
year ending June 30, 2001 in his testimony. Albert N. Stellwag is the Company’s
financial policy witness and will present pro forma adjustments to the test year and the
development of revenue requirements. Mr. Stellwag, in conjﬁnction with outside
witness Roger Morin, PhD., will discuss the Company’s capital structure and return on
equity. Robert L. Hahne, a Partner with Deloitte & Touche, is responsible for the cash —
Working capital study. Gerald W. Schirra is responsible for the gas cost-of-service study
and rate design. My testimony discusses the Company’s gas construction program,
operations, safety record, reliability and customer satisfaction initiatives.

In a parallel proceeding, new depreciation rates for gas plant \are
supported by a depreciation study presented by Donalld Roff, Deloitte & Touche. The
Company requests that the Board consolidate its decisié;l on new depreciation rates with

its decision in this proceeding. Accordingly, the impact of the requested depreciation

rates has been reflected by Mr. Stellwag in his calculation of revenue requirements.
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GAS BUSINESS OPERATIONS

The overriding focus of PSE&G’s gas operations is the continued safe,
adequate and reliable delivery of gas service through our distnbution pipeline system.
The mmportance of maintaining the Company’s ability to construct, operate and maintain
this essential infrastructure with a focus on safety for both employees and customers
cannot be over-emphasized. The Company’s gas service territory covers approximately
2,350 square miles, and includes 264 New Jersey municipalities. This is an area of the
State in which approximately 61%, or 5 million, of the State’s residents live. In order to
meet the needs of our customers within this sizeable area, the Company’s gas business
operates and maintains over 16,000 miles of gas mains of various sizes from 2” to 42,”
over one million service lines, line valves, pressure regulators, meters, and associated
instrumentation and corrosion protection systems. In addition, gas distribution
operations also encompasses 37 metering and regulating stations, three Liquid Propane
Air (LPA) peak shaving plants, one permanent and one seasonal Liquefied Natural Gas
(LNG) peak shaving facilities, and 73 miles of intrastate transmission lines.

The men and women who physically construct, maintain and operate our
distribution system and service our customers’ requirements, are based out of twelve
field headquarters throughout the State, strategically located to provide rapid response to

emergencies 24 hours a day, every day. These employees have primary responsibility
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for hands-on distribution and service activities. Schedule PAC-2 provides a map of our
gas service territory with identification of these major gas district operations centers.
Personnel at these locations perform construction, maintenance and repair activities,
such as main and service installations, leak detection and repair, system design and
maintenance, meter and after-meter safety services, and‘ administrative activities
associated with this work. The balance of persor;nel in gas operations is located at the
General Office in Newark, at the peak shaving plants in Camden, Burlington, Edison,
and Harrison, and at the Measurement Department in Springfield. Other than the Gas
System Operations Center, which has direct operating responsibility for the gas system,
most of the gas delivery operations associates in the General Office in Newark provide
management and technical support to field operations.

, Our Customer Operations consist of two inquiry centers and sixteen
business offices that in part support Gas Operations by handling customer inquiries and,
transactions. These are also located throughout our service territory to better respond to
the needs of our customers and the communities we serve. -Schedule PAC-3 lists the
location of these business offices as well as our other Customer Operations locations.
Our inquiry centers handle any kind of customer call, from reporting of leaks to billing
inquiries, 24 hours a day, seven days a week. The local Customer Service Centers
provide essential services that help to safely and effectively serve the gas related needs

of our customers as well as providing access to community outreach activities such as
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Lifeline, NJ Shares and other assistance programs. Customer Operations are supported

by a centralized Billing and Payment Processing Center located in South Plainfield.

CONSTRUCTION PROGRAM

The Company has added over $1.2 billion in construction investment in
the gas business sin;:e 1993. Through year end 2000, over $500 million was required to
provide new mains and services to meet the needs of an expanding population and to
support New Jersey’s economic growth, and $52§ million was needed for replacement
and upgrade of mains and services to maintain the safety and reliability of the gas
system. All of our constructed facilities are designed to deliver natural gas in sufficient
volumes on the coldest day at the least cost to our customers that is consistent with
safety and reliability goals. Plant, metering and regulating, and support facilities and
projects comprised the remaining $222 million in capital additions. Schedule PAC-4,
Gas Business Capital Additions-Actual and Forecast, provides the details of these
capital expenditures by year from 1993 through 2000, and by major category: (1) New
i3usiness and Load Growth, (2) Replacement and Upgrade of Distribution Facilities, (3)
Peak Shaving Plants/Meter and Regulating (M&R) Facilities, and (4) Support Facilities
and Projects. Test year expenditures are consistent with historical spending patterns and

these levels of spending continue and are necessary in order to assure a safe and reliable

gas distribution system. The Company’s projection of construction expenditures for the
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test year and years 2001 and 2002 is also shown on Schedule PAC-4.

1.

New Busi 1 Load G b Facilifi

New business and load growth facilities are defined as the installation of
new mains, services, regulators, and meters required to meet peak hourly gas
ﬂ,ows at design conditions for new or incremental loads. Since the beginning of
1993, over 100,000 new customers were added to the system. In the combined
last two years alone, over 20,000 new installations were made.

During 2000, $57.6 million was spent on new business and load growth,
but we estimate load growth related construction for the test year to be slightly
more, $60.4 million, due to over $6 million for two large gas transmission
projects for cogeneration customers in 2001. From 1993 through 1996 there was
a spurt of growth for cogeneration and third-party generation customers, and we
expended over $9.2 million for supply mains for these special customers during
that period, but until these two planned projects for 2001, there had been little
activity in recent years. |

We make every effort to make sure that we are designing our new
facilities correctly, and not over- or under- sizing our new mains. The physical
facility 'requirements of new customer loads coming onto the system are
determined with the aid of a computer model, the Stoner System, which is an

interactive database model of existing and proposed distribution mains. This
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modeling tool is also used to analyze and determine which segments need system
reinforcement for pressure reasons due to general load growth from existing
customers. Schedule PAC-5 summarizes the footage of new main installed by ’

year for 1993-2000.

Repl LU e of Facilifi

Our construction program to replace and upgrade the Company’s aging
mains and services is an essential part of maintaining the safety of our
distribution system and to upgrade the system’s design capability. In the year
2000, $84.2 million was spent on replacement and upgrade of facilities, and
similar investment is required for the test year and beyond, as noted in Schedule
PAC-4. This ongoing rehabilitation is required to maintain the integritgl of a
distribution system, which is over 65% steel and cast iron. In addition, much of
the older main is located in urban centé:rs or under highways, making
rehabilitative construction more difficult and expensive than we typical]y
encounter with new mains and services.

The need for replacement of mains and services is based on vigilant
monitoring and analysis of break and leak history to evaluate which specific
segments of the system need to be replaced to minimize risks from future

breakage and gas leaks. In addition, our cast iron removal program targets set
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L

amounts of footage of elevated pressure main because of the risk factors
presented by this type of main if it breaks. Replacement needs for steel mains
and services are also evaluated continually through ongoing corrosion testing and
monitoring programs. During 2000, the Company replaced approximately
400,000 feet of main. Schedule PAC-5 identifies the feet of replaced main by
year 1993-2000, as well as the amount of new main installed for load growth.

The Company’s replacement initiative for steel services focuses on the
use of plastic insertion to replace approximately 4,000 to 6,000 bare steel
services per year as a result of leaks, the main replacement program and
preventive maintenance programs.

Capital is also expended to rehabilitate cast iron bell joints as part of an
improved repair process. We employ sevéral new technologies to seal cast iron
joints, and in 2000, we sealed approximately 6,000 cast iron bell joints with
advanced encapsulation methods. These are described in more detail in the Cost

Control section of my testimony.

From 1993 through 1995, the Company upgraded the piping and storage
at our peak shaving facilities and expanded several metering and regulating

stations. As a result of these improvements, our peak shaving plants are better
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prepared to supply supplemental gas into our distribution system on the coldest
days on very short notice. Investments in the Gas Systems Operations Center

(GSOC) and the M&R facilities for improved system controls and dispatching

" will continue as communication and control technologies are constantly evolving

with advanced capabilities and enhanced reliability. These upgrades are
necessary to assure safe and accurate gas control in our system as well as the

continued reliability of peaking supplies during extreme cold weather conditions.

S Facilifi { Proi

Capital expenditures for support facilities and projects were $20.3 million
for the year 2000 and are expected to be $22.7 million in the test year, as shown
on Schedule PAC-4. Included n this category are the costs of information
systems, vehicles, radios, communication equipment, building improvements,
expenditures for office equipment/furniture and various tools and equipment.
Information technology and automation of systems that support the business
process have moved the Company from paper back office records to integrated
work management, and the investment'in these backbone business support
systems has been essential for the continued satisfactory operation of our

distribution system and emergency response infrastructure. System
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improvements have also been required in Customer Operations to support the
changing industry structure as a result of unbundling.

The Support Fécility category also includes building renovations. Some
of our buildings are over 75 years old, and many others that were built over the
last 50 years needed improvements to adapt to modern use and regulatory and
code requirements. A safe work environment for employees is essential to the
Company, and improvements to buildings, vehicles and reliable communications
are important in maintaining a safe workforce that in turn provides safe delivery

of our product to our customers.
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OPERATIONS AND MAINTENANCE

PSE&G has extensive gas operations and maintenance activities,
including finding and repairing gas leaks on mains, services and customer premises,
responding to emerge;lcy leak situations, responding to gas pressure problems,
maintaining, monitoring and controlling gas pressures .on the system, maintaining
customer accounts, billix;g,‘metering, and appliance safety\ for all customers. Most of
our field operation activities are mandated by the U.S. Department of Transportation,
including‘ some recent additions to our operations activities, such as new leak surveys,
opelrator qualification training and the installation of automated valves on transmission
hines. Other activities, such as research and development participation, training and
continuing education, accounting, employee benefit management, information
technology, standards development, and participation i;1 industry operations forums are
n direct support of an efficient and effective operation.

The Company expended $320 million in the test year, in gas operating
expenses net of fuel cc;sts, depreciation, amortization and taxes, as detailed in Schedule
PAC-6. In all aspects of operations and maintenance, we strive for excellence in safety,
for both our customers and our employees, and excellence in cost control and

productivity. We continually measure our level of effectiveness in these areas through

reporting, benchmarking and process improvements.
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Safety in PSE&G business practices, safety of our customers, and a
continuous effort to make safety improvements to our distribution system, are a focus of
all who work m our gas business. Because safety is our over-riding business objective,
it has allso become our daily working philosophy: employee safety leads to system
safety, which leads to customer safety. Our employee involvement, particularly the
participation of our union representatives, has been a key to the development of our
safety practices and procedures. The implementation of peer-to-peer evaluation of work
practices, the completion of job hazard analyses for all operations, and completion of
root cause analysis training with both union and non-union personnel in a collaborative
training effc;ft involving Rutgers University resulted from this overall team effort.

The year 1998 saw thc; addition of a multifaceted Health and Safety
System that focuses on safety at the worker level with the creation of local Councils in
every area of the Company. These local Health and Safety Councils address safety
concemns of employees, identify safety issues that are raised locally and share solutions
and probl;ams with other Councils. We record and distribute our safety results
throughout the organization on a monthly basis, with targets for improvement.

Our safety efforts have resulted in dramatic improvements in OSHA
recordable accidents over the last seven years in all of Gas Operations.‘ A peer panel

comparison to other gas utilities shows that PSE&G has a much better OSHA rating
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than the average of 30 other utilities. These favorable improvements can be seen in

\
4

Schedule PAC-7.

We employ the same safety-first mindset with our customers as we do
with our employees. Gas service techmcians responded to over 131,000 emergency leak
calls in the year 2000, with a 99.7% response rate within 60 minutes, and all identified
leaks were made safe for our customers. In addition, our technicians responded to over
281,000 heating-related calls in the year 2000. We continue to offer safety checks of
gas appliances for proper installation and ventilation, and have actively promoted
customer awareness of the dangers and causes of carbon monoxide poisoning. We have
equipped our service technicians with special tools and training for checking households
for sources of carbon monoxide in response to the growing need to address this safety
concern. Over 8,000 investigations for carbon monoxide emissions on customer
premises were made in 2000, 45% of which were found. to have carbon monoxide

present, and were made safe.

CONTROLLING COSTS

The Company’s expenditures that I have provided in my testimony reflect
the impact of proven cost saving construction methods, such as plastic pipe insertion and
joint trenching, as well as the introduction of new technology into our operations. For

example, where appropriate, the insertion of polyethylene (PE) pipe into an existing
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main rather than opening a trench to replace a main results in lower costs because there
is less pavement disturbance and restoration required. By reducing the need to excavate,
plastic pipe insertion can sometimes result in labor savings of about 50% for larger
diameter piping. Another initiative that minimizes construction costs are joint trenching
efforts where multiple utility facilities are installed m the same trench, resulting in
savings of as much as 70% in new residential developments where this technique can be
used. ,

The Company has actively sought technological innovations which would
result in cost minimization while improving quality and safety. We have actively
supported the Gas Technology Institute (GTI) (formerly known as the Gas Research
Institute, or GRI) with respect to fhe development, evaluation, and implementation of
new technologies. We are proud to be industry leaders in d\eploying new technologies,
and are using the following innovations:

a. Optical Methane Detectors that are significantly improving main leak
survey productivity, up to 30%, while enhancing safety for both PSE&G
employees as well as the public.

b.  Ultrasonic technology to evaluate plastic pipe joint integrity, replacing the
laborious task of performing destructive mechanical testing while
increasing the quality assurance of our work.

c. Trenchless technologies for the installation of gas facilities has reduced

N

N
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restoration costs and minimized customer inconvenience while increasing
productivity. The Guided Piercing Tool extends the usable range of
conventional piercing tools by up to 400% by giving the tool steering
capability. The use of this tool can save as much as $7 per foot on an
average service. Directional drilling technology has been developed to the
point where it is now the preferred method of installation for
environmentally sensitive locations.

Non-metallic leak repair clamps utilizing anaerobic encapsulants repair cast
iron joints with material that is not subject to corrosion, and which is much
less susceptible to deterioration due to age and vibrations.

Vacuum evacuation technology greatly minithizes restoration requirements
when used to perform work in smaller pavement holes, commonly referred
to as keyholes. Procedures involving the use of the keyhole method include
cast iron joint repair using anaerobic materials, service cutoffs, test holes,
and anode installations.

Closed circuit television inspection equipment used in live gas mains to find
the location of elusive gas leaks or points of water infiltration has helped to
minimize the time to find difficult leaks, eliminate service interruption time,
and reduce customer inconvenience. To date, we have used this technology

to inspect over 15,000 feet of main.
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g. Three inch and larger coiled polyethylene pipe can be used from rolls that
are 365 feet long, as compared to conventional pipe which is supplied in 40-
foot lengths. By using coiled pipe, eight out of nine joints are eliminated,
resulting in significant productivity gains.
The Company has been very attuned to global developments in improving
distribution work methods, and our participation in foreign technology transfer has led

bl

to the use of liners, a trenchless technique for renewing pipe which can substantially

- reduce costs in specific applications while meeting safety and integrity criteria for the

. gas distribution system. We have installed over 10,500 feet of liners in critical locations

where conventional replacement techniques for renewing mains would have been
extremely costly and difficult in terms of neighborhood and traffic disruption.
Compared to open trenching, using liners has saved the Company over $3 ‘million. A
pilot program to use liners in service lines with difficult configurations, is showing a
savings of up to $15 per foot from the reduction in the number of excavations required.
We have also put new information technology systems in place to
improve customer satisfaction, operations effectiveness and efficiency:
a. The new Gas Management and Control System (GMACS) provides data
links to pipeline companies for more accurate billing. The systerﬁ
balances usage versus delivered volumes and automates system

recoveries. These features were needed in response to the unbundling of
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the gas pipeline supply services in order to manage a very complicated
system.

The installation of the Integrated Work Management System (IWMS),
and the Gas Service Information Management System (GSIMS) allows
for more accurate work scheduling, planning and data tracking. These
enhanced features help to reduce cycle time and help to manage workload
and gain more efficient use of PSE&G’s resources. Also, increases in
productive time, and reductions in time administrators and drafters have
been realized.

Automation in several aspect of Customer Operations, including:
replacement of the meter reading system; implementation of a meter data
repository to handle energy usage information; introduction of advanced

call center technology including collection voice response unit and

intelligent workstations for Customer Service personnel; unbundling the

gas bill for customer choice; and finally, developing new mail extraction

and remittance systems in order to better process customer payments.

LABOR RELATIONS

The Company has a very strong relationship with represented employees,

marked by a common drive for a safe, trained and customer-focused workforce. This
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shared determination to succeed 1s exemplified by an, historic six-year collective
bargaining agreement reached in 1996 and by recent agreements to enter into three-year
contract extensions between the Company and the IBEW Local 94 and the UA Local
855. The Company’s use of mid-term agreements and mutual gains have provided a
road map to help the Unions compete effectively with contractor labor, thus assuring
that our customers are getting the best value\ while preserving jobs for employees that

want to work effectively for our customers.

BENCHMARKING AND PROCESS IMPROVEMENT

The Company’s gas business participates in the American Gas
Association (AGA) Best Practices Benchmarking Project, an annual industry-wide study
that focuses on key operating processes and identification of innovative and cost
efficient practices among gas distribution companies. PSE&G has been selected by the
AGA as a Best Practice company for four consecutive years (1996-99), and is expecting
to get favorable ratings when the year 2000 results are released. The information and
data that is obtained from this project is incorporated in process improvement efforts at
PSE&G. Our Process Improvement (PI) Group is responsible for coordinating process
improvement efforts by identifying and measuring performance gaps in our processes
and then driving implementation of best practices throughout the organization. As an

example, by implementing' several processes used at other companies to improve
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supplier relations, the Company has been able to reduce the number of vendors, thereby
allowing better negotiations for goods and services. The PI Group has been successful
in identifying many opportunities for cost reductions over the past several years and the
combined effort of thé PI Group, field operations personnel and senior leadership has
resulted in PSE&G being recognized as one of the country’s leading companies in the
implementation of AGA Best Practices.

The Company has demonstrated its seriousness about performance
mmprovement to its employees by tying a significant portion of theil'r individual
compensation to not only their individual performance, but to the performance
improvément of the Company’s operations. Each year the success of each operating
group is measured against target goals and incentive pay is adjusted accordingly. This
has been a very effective way to drive change, customer focus and efficiency throughout

the organization.



10

11

12

13

14

15

16

17

18

19

20

-20-

CUSTOMER SATISFACTION

Customer satisfaction 1s one of the most important internal benchmarks
we measure in order to determine how successful we are in serving and focusing on our
customers’ needs and expectations. In 2000, there were more than a thousand' fewer
Board and executive inquiries than m 1999, ciue in part to collection representatives
working one-on-one with each customer, flexibility with customers’ payment

arrangements, fewer storm related inquiries and fewer inquiries concerning service

- delays and scheduling from gas service operations. Bill inquiries related to the high

commodity cost of gas and the mcreased cold weather have risen in 2001, but our
customer surveys show a strong measure of customer satisfaction with the Company
overall.

The Company contmually surveys our customers to determine their
satisfacﬁoﬁ with our overall service, an‘d we also perform “Moment of Truth” surveys
immediately after providing particular service to customers to measure how well
individuals and departments are performing in relation to satisfying our customers. The
results are published quarterly for all employees to see, and individuals as well as
departments use the results as a tool to improve their performance. The four major areas
of measurement for service are telephone service, field service, emergency service, and
office service. Our surveys show that residential customers tend to be more satisfied

with PSE&G than commercial and industrial customers, but overall, PSE&G measures
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very favorably against the American Customer Satisfaction Index (ACSI), a well
accepted national standard for customer satisfaction. In fact, since the ACSI was started

in 1994, PSE&G has outperformed the ACSI Utility Index in every year, except 1999.

RESEARCH AND DEVELOPMENT (R&D) RECOVERIES

PSE&G indirectly provides approximately $£5 million annually to GTI
for research and development through a Federal Energy Regulatory Commission
(FERC) funding surcharge on pipeline supplers that is bundled ‘into our customers’
commodity costs as part of the Levelized Gas Adjustment Clause (LGAC). FERC is
eliminating this funding mechanism for GTI over a seven-year period, whereby the 1998
FERC surcharge rate of 1.74¢/Dth would be reduced from year-to-year until the
surcharge would no longer be in effect by the year-end 2004. Our request is to continue
funding research with GTI and other research organizations on a direct basis through
base rates.

During the seven-year transition period, as the FERC surcharge is being
phased out, GTI has introduced research, development and commercialization program
options outside of the FERC funding mechanism to make up for the difference in
funding so that ongoing and planned projects can continue. Under the new program,
members can select specific research areas to fund that may be of more value to their

specific company. Of the total that PSE&G customers contributed under the old plan,
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GTI directed 52.6% to gas distribution research, 13.1% to transmission pipeline
research, and 34.3% to gas production research. To continue the R&D work that is most
valuable to PSE&G, we are requesting research funds equal to the portion of 1998
FERC surcharge that funded gas distribution research and the transmissior; pipeline
research, or $1.6 million, through base rates.

As in every industry, R&D efforts are critical if the industry is to keep up
with technological advances. The focus of PSE&G’s internal gas R&D Program has
been the transfer of new technologies from GTI into our operations. As I discussed
previously in my testimogly with respect to controlling costs and improving safety, GTI
funded technologies have provided significant benefits to our operations and our
customers. Flexibility in directing R&D funding will enable the Company to contiﬁue
research 1n areas that are the most impbrtant to us and to our customers. By ﬁnding

through base rates, Transportation and Sales customers would share in supporting this

effort.

CUSTOMER SERVICES

The Company’s Customer Services Operation engages in over 95 million
customer transactions per year, about half of which are related to our gas operations.
This includes over 5 million phone calls to our Inquiry Centers, over 2 million one-on-

one transactions at our Customer Service offices, over 40 million meter readings at the
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customers’ premises, and over 600 thousand collection related transactions. Over 1,400
employees are working on the Customer Service Operations side of the business,
serving both electric and gas needs. Our Customer Service Operations group won the
Silver Award from Quality New Jersey in 2000 for overall excellence in their processes
in relationship management with customers, including safety.

The Company’s two Inquiry Centers handle approximately 2 million gas-

: related calls per year. Recent improvements to the Customer Service Call Management

System include menu options to direct calls to speciﬁg operator groups and dedicated
“800” number lines for gas emergency calls. Call monitoring is extensively used to
improve the quality of our customer transactions, and to provide feedback to. our
representatives on how to handle difficult situations, especially during cold weather and
storm events. We have installed expanded capabilities in our communications
infrastructure to handle ntermittently high volumes of calls, and have effectively
improved our service le\)/el on telephone service to an average of a 30 second wait for
response. We have recently developed a web site for inquii‘ies and routine transactions,
such as customer-read meter readings, and have seen a very large increase in customer
use of internet technology to about iS,OOO commercial interactions in the year 2000.
We have also installed software that helps our inquiry pefsonnel to retrieve data from

our Customer System quickly when working with a customer on their account. With the

rapidly changing industry, the Company continues to evaluate the effectiveness of the
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Customer Information System, which is being used for all inquiries, credit, collections,
and customer choice.

Our meter readers are charged with visiting and reading almost 1.7
million gas meters monthly, of which 75% are located indoors. We maintain keys for
over 80,000 locations, demonstrating the high level of trust between our meter readers
and our customers. One of our greatest concerns for meter readers is their safety, since
they are often asked to enter dark basements or houses where animals or other hazards
may be present. One of the Company’s key safety initiatives is to get customers
involved in safety awareness to help control hazards to our meter readers and service
technicians that may need to work on their property. )This program benefits our
customers as well as our employees, extending safety awareness and accident prevention
to include our customers’ premises.

An additional 775 gas service technicians work very closely with our. call
centers to respond promptly to leaks and other emergency calls, and are the first
responders to gas leaks, both outside élnd side customers’ premises. They perform a
variety of behind the meter gas safety services associated with applances and customer
gas piping systems in a responsive and thorough manner, as well as supporting on-site
gas metering for our 1.6 muillion gas customers. In the year 2000, our service
technicians provided safety services to over 400,000 gas appliances and restored service

to over 22,000 customer premises The full talents, training and dedication of this group
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of technicians were highlighted during the storm restoration from Hurricane Floyd when
widespread areas were hit with flooding, and expeditious and thorough piping and
apphance repair needed to take place.

The Company has been able to improve productivity in providing the
customer services described above through a number of process improvements
including: Home Based Reporting, implementation of the GSIMS,
Planning/Scheduling/Forecasting processes and the establishment of a Parts Distribution
Center. In addition, the appliance repair services offered by this group have allowed the
company to recoup some of the fixed costs associated with keeping persons on duty
around the clock to respond to emergencies by filling in the down time, especially

during warmer weather, with productive work that brings additional revenues into the

Company and reduces overall costs to customers.

CONCLUSTION

In my judgment, gas opelrations at PSE&G are conducted properly,
efficiently and in such a manner as to provide safe, adequate and reliable service to our
customers. We have made numerous improvements in the technology and infrastructure
of our gas business since our last gas rate case decision in order to provide the service
levels that our customers have come to expect. Our gas distribution business is a vital

component of the State’s economic infrastructure and our request supports the need to
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continue to provide a gas distribution system and organization that assures our

customers of continued safe, reliable, and responsive service.
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